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SURFACE TRANSPORTATION BOARD 

) 
RAILROAD COST OF ) 

CAPITAL — 2009 ) EX PARTE NO. 558 (Sub- No. 13) 
) 
) 

COMMENTS OF THE ASSOCIATION OF AMERICAN RAILROADS 
AND ITS MEMBER RAILROADS 

By order served March 30, 2010, the Board instituted this proceeding to 

determine the raihoad industry's cost of capital for the year 2009. That determination, as 

the Board noted, will enable it to make the statiitorily required (49 U.S.C. 10701 (d)(2), 

10704(a)(2)) annual individual railroad revenue adequacy determination for 2009. The 

Board noted further that the cost of capital determination may also be used in various 

other STB railroad proceedings. See Ex Parte No. 558 (Sub-No. 13), Railroad Cost of 

Capital-2009 (Served March 30,2010) (Slip Op. at 1). 

The railroads, through the Association of American Railroads (AAR), are 

submitting herewith their calculation of (1) the railroads' 2009 cost of common equity 

capital; (2) the railroads' 2009 current cost of preferred equity capital; (3) the railroads' 



current 2009 cost ofdebt capital and (4) the 2009 capital structure mix ofthe railroad 

industry on a market value basis.' 

The AAR's calculations are discussed in the attached verified statement of John 

T. Gray, Senior Vice President, Policy and Economics ofthe Association of American 

Railroads. Mr. Gray's statement establishes the following: 

1. The 2009 cost ofdebt capital is 5.72 percent (VS. Gray at pp 2,23). 

2. There is no preferred equity capital for 2009 (VS. Gray at pp. 2,47). 

3. The 2009 cost of common equity capital is 12.43 percent (VS. Gray at pp. 

2,43). 

4. The capital structure ofthe railroad industry is 29.10 percent debt, 

0.00 percent preferred equity, and 70.90 percent common equity. (VS. 

Gray at pp. 2,48). 

From these data Mr. Gray concludes that the overall railroad industry cost of 

capital for 2009 is 10.47 percent (V. S. Gray at pp. 2,49). 

' In its decision instituting this proceeding, the Boiird also speciflcaily sought comment on "how 
the change in BNSF Railway Company's (BNSF's) share prices from November 2009 through December 
2009, following the announcement of BNSF's acquisition by Berkshire Hathaway Inc., should be 
considered in calculating the 2009 cost of common equity capitaL..." See Ex Parte No. 558 (Sub-No. 13), 
Railroad Cost of Capital-2009 (Served March 30, 2010) (Slip Op. at 1). As explained in the attached 
Verified Statement of John T. Gray, AAR Senior Vice President, Policy and Economics, the changes in 
BNSF's share prices from November 2009-December 2009 following the announcement of BNSF's 
acquisition by Berkshire Hathaway reflect the market value of BNSF's shares during this period and no 
special adjustment to the market value of BNSF share prices is warranted. V.S. Gray at pp. 24,44-47. 

Moreover, because the BNSF acquisition was not consummated until February 12, 2010 and 
BNSF's common equity was publicly traded throughout 2009, BNSF fully satisfied the criteria for 
inclusion in the railroad sample for the entire 2009 period. lis common equity should accordingly be 
considered similarly to that ofthe other three railroads in the composite railroad sample for purposes of 
calculating the railroad industry's cost of equity capital for 2009. V.S. Gray at pp. 24,44-46. 



I. Introduction 

The sole purpose ofthis proceeding is to determine the railroad industry's cost of 

capital for 2009. The cost of capital will be computed using the cunent cost ofdebt and 

equity and market value weights. See Ex Parte No. 393 (Sub-No. 1), Standards for 

Railroad Revenue Adequacy, 3 I.C.C. 2d 261 (1986), affd sub. nom.. Consolidated Rail 

Corporation v. United States, 855 F.2d 78 (3"* Cir. 1988). 

II. The Cost of Common Equity Capital 

In its March 30,2010 order instituting this proceeding, the Board directed that the 

cost of capital components be calculated "using the methodology followed in Railroad 

Cost of Capital -2008." See Ex Parte No. 558 (Sub-No. 13), Railroad Cost of Capital-

2009 (Served March 30,2010) (Slip Op. at 2). hi Railroad Cost of Capital -2008 . die 

Board calculated the cost of equity component in its aimual cost of capital proceeding 

using a simple average ofthe estimates produced by the Capital Asset Pricing Model 

(CAPM) adopted in STB Ex Parte No. 664, Methodology to be Employed in Determining 

the Railroad Industry's Cost of Capital (served January 17,2008) and the 

Momingstar/Ibbotson Multi-Stage Discounted Cash Flow Model (MSDCF) adopted in 

STB Ex Parte No. 664 (Sub-No. 1), Use of a Multi-Stage Discounted Cash Flow Model 

in Determining the Railroad Industry's Cost of Capital, (STB served Jan. 28,2009).^ See 

^ The Momingstar/Ibbotson MSDCF model adopted by the Board in Ex Parte No. 664 (Sub-No. 1) is a 
modified version that includes only the railroads that pass the screening criteria set forth in Railroad Cost 
of Capital—1984,1 I.C.C. 2d 989 (1985), for inclusion in the sample of railroads used for the annual cost 
of capital determination.. See Ex Parte No. 664 (Sub-No. 1), Use of a Multi-Stage Discounted Cash Flow 
Model in Determining the Railroad Industry's Cost of Capital, (STB served Jan. 28,2009) (Slip. Op. at 4). 



Ex Parte No. 558 (Sub-No. 12), Railroad Cost of Capital - 2008 (served September 25, 

2009) (Slip Op. at 6-10).̂  Mr. Gray used a simple average ofthe CAPM and 

Momingstar/Ibbotson MSDCF models adopted by the Board in his calculation ofthe cost 

of common equity in this proceeding. 

A. The CAPM Methodoloev 

Under the CAPM methodology as applicable to the annual cost of capital 

proceeding, the cost of common equity is calculated by determining the retum an investor 

would receive on a risk-free investment and by adding to the risk-free retum a premium 

associated with the risk of railroad stocks. The premium is calculated by multiplying the 

market risk premium ofthe stock market as a whole by a factor, known as Beta, that 

represents the non-diversifiable risk of holding railroad stocks. In formulaic terms, the 

CAPM can be expressed as: 

K = RF + (MRP x Beta) 

Where K = the firm's cost of equity, 
RF = the risk-free rate, 
MRP = the market's risk premium, and 
Beta = coefficient of systematic, non-diversifiable risk ofthe stock. 

^ In its January 28, 2009 decision in Ex Parte No. 664 (Sub-No. 1), Use of a Multi-Stage Discounted Cash 
Flow Model in Determining the Railroad Industry's Cost of Capital, the Board determined that using a 
simple average of CAPM and the commercially accepted Momingstar/Ibbotson multi-stage DCF model to 
calculate the cost of equity will yield a more precise determination than relying on CAPM alone. As noted 
by the Board, "[T]herc is no single simple or correct way to estimate the cost of equity for the railroad 
industry, and countless reasonable options are available. Both the CAPM and the multi-stage DCF models 
we propose to use have their own strengths and weaknesses, and both take different paths to estimate the 
same illusory figure. By using an average ofthe results produced by both models, we harness the strengths 
of both models while minimizing their respective weaknesses. The result should be a stable yet precise 
estimate ofthe cost of equity that we can use in future regulatory proceedings and to gauge the financial 
health ofthe railroad industry." (Slip Op. at 15) 



Mr. Gray's attached Verified Statement explains how the AAR calculated the cost 

of equity using the CAPM methodology. The risk-free rate and the market risk premium 

were retrieved directly from the Federal Reserve Board and Ibbotson Equity Risk 

Premium sources approved by the Board in the 2008 cost of capital proceeding. Ex Parte 

No. 558 (Sub-No. 12), Railroad Cost of Capital - 2008 (Slip Op. at 6-7). The calculation 

for Beta was made using the S&P 500 Price Return Index and the same methodology 

approved by the Board in the 2008 cost of capital proceeding. See Ex Parte No. 558 

(Sub-No. 12), Railroad Cost of Capital - 2008 (Slip Op. at 7); V.S. Gray at pp. 29-34." 

The values determined by Mr. Gray for the elements ofthe CAPM methodology 

were 4.11 percent for the risk-free rate, 6.67 percent for the market risk premium, and 

1.0915 for the future market risk ofthe railroad stocks ("Beta"). 

Based on a four-raihoad composite (determined using estabUshed procedures) and 

the procedures used by the STB in the last cost of capital proceeding, Mr. Gray estimates 

that under the CAPM methodology the cost of common equity capital for 2009 is 11.39 

percent. V.S. Gray at p. 34. 

B. The Momingstar/Ibbotson MSDCF Methodologv 

•In Ex Parte No. 558 (Sub-No. 12), Railroad Cost of Capital-2008 (Slip Op. at 7), the Board clarified that 
for purposes of determining the trading year to be used in the 5-year regression analysis underlying the 
Beta calculation, "the first trading week will be the first week in that year that contains 3 or more trading 
days." The AAR's regression analysis underlying its Beta calculation is based on the Board's clarifying 
definition of trading year. For purposes ofthe Beta calculation, the Board, in its Ex Parte No. 558 (Sub-No. 
12) decision (Slip Op. at 7), criticized the AAR's conversion of annual Treasury Bill rates to weekly rates 
using a method tliat accounts for compounding. (The Westem Coal Traffic League ("WCTL") also used a 
compound interest equation in converting annual Treasury Bill rates to weekly rates in that proceeding.) 
Although the AAR used the Board's simple 52-week division method in this proceeding, it still believes 
that a method that takes into account the effect of weekly compounding is correct. (The AAR also 
calculated Beta using the alternative compounding method and respectfully requests the Board to 
reconsider the correctness ofits previous oversimplified approach.) V.S. Gray at pp. 32-33. 



The Momingstar/ Ibbotson MSDCF methodology, as summarized by the Board in 

its Ex Parte No. 664 (Sub-No. 1) decision (served January 28,2009), calculates the cost 

of common equity capital as follows: 

"The cost of equity in a DCF model is the discount rate that equates a firm's 
market value to the present value ofthe stream of cash flows that could affect investors. 
These cash flows are not presumed to be paid out to investors; instead, it is assumed 
investors will ultimately benefit from these cash flows through higher regular dividends, 
special dividends, stock buybacks, or stock price appreciation. The incorporation of these 
cash flows and the expected growth of eamings are the essential aspects ofthe multi
stage DCF we are adopting here. 

"The Momingstar/Ibbotson model defines cash flows (CF), for the first two 
stages, as income before extraordinary items (IBEI) minus capital expenditures (CAPEX) 
plus depreciation (DEP) and deferred taxes (DT), or 

CF = IBEI - CAPEX + DEP + DT. 

An average cash flow figure is used as the starting point ofthe analysis under the 
Momingstar/Ibbotson model. To find the average cash flow, the model uses the 5-year 
period leading up to the year being analyzed, and the total cash flows for that time period 
are divided by total sales, which determine the 5-year cash-flow-to-sales ratio. The ratio 
is then multiplied by the total sales for the year being analyzed to obtain the average cash 
flow estimate for that year. For the third (and final) stage ofthe Momingstar/Ibbotson 
multistage DCF model stage, Momingstar/Ibbotson uses two additional assumptions: 
that there is no depreciation or deferred taxes. Therefore, in the third stage, cash flows 
are based solely on income before extraordinary items. 

"Growth of eamings is also calculated in three stages. In the first stage (years 1-
5), the firm's annual eamings growth rate is assumed to be the median value ofthe 
qualifying railroad's 3- to 5-year growth estimates as determined by railroad industry 
analysts and published by Institutional Brokers Estimate System (IBES). In the second 
stage (years 6-10), the growth rate is the average of all growth rates in stage 1. In stage 
three (years 11 and onwards), the growth rate is the long-ran nominal growth rate of die 
average U.S. economy. This long-ran nominal growth rate is estimated by using the 
historical growth in real GDP and the long-ran expected inflation rate." 

Ex Parte No. 664 (Sub-No. 1) decision (served January 28, 2009) (Slip. Op. at 5-6). 

The cost of common equity capital using the Momingstar/Ibbotson MSDCF 

model adopted by the Board is also calculated and explained in the attached Verified 



Statement of Mr. Gray. Consistent with the methodology approved by the Board in Ex 

Parte No. 558 (Sub-No. 12), Railroad Cost of Capital-2008 (Slip Op. at 9-10), Mr. 

Gray's calculations used only IBES growth estimates available as of December 31,2009, 

and stock market values were based on shares outstanding and stock prices as of 

December 31,2009. V.S. Gray at pp. 6,41-42. 

Mr. Gray calculates the cost of common equity capital for 2009 using the 

Momingstar/Ibbotson MSDCF model as 13.46 percent. V.S. Gray at p. 43. 

C. Conclusion as to the Cost of Common Equity Capital 

Under the Board's methodology, the cost of common equity capital is the simple 

average ofthe results using the CAPM and Momingstar/Ibbotson MSDCF models. The 

simple average produces a cost of common equity capital of 12.43 percent. V.S. Gray at 

pp. 43-44. 

III. The Cost of Preferred Equity Capital 

Preferred stock is a hybrid security which has some characteristics of debt and 

some characteristics of equity. Its cost depends on its specific features. The 

methodology used by the Board in the last fifteen proceedings applies the following 

criteria: 

(a) Where the preferred is not convertible into common stock, and where the 

corporation is not required to redeem the preferred at specific times, the 

cost of preferred equity is equal to its current dividend yield. 



(b) Where the preferred is not convertible but is subject to mandatory 

redemption providing holders of the instrament with a premium, the cost 

is equal to the current dividend yield, plus the present value of the 

premium. 

(c) Where the preferred is convertible at the option of the holder, and the 

market values ofthe preferred and common indicate that conversion is 

likely to occur or that the conversion right controls the price ofthe 

preferred, the preferred has the same cost as common equity. 

Because the four-railroad composite had no preferred stock outstanding at the end 

of 2009, there is no 2009 cost of preferred equity capital. V.S. Gray at pp. 47-48. 

IV. The Cost of Debt 

The cost ofdebt includes costs for three categories (bonds, equipment trast 

certificates, conditional sales agreements) ofdebt instraments, plus flotation costs. To 

determine the cost ofdebt for bonds, Mr. Gray has computed the average current bond 

yield for all 61 ofthe publicly traded bonds (during 2009) ofthe sample railroads that 

comprise the composite railroad. This methodology is identical to that used in the last 

19 cost of capital proceedings. See Parte No. 558 (Sub-No. 12), Railroad Cost of Capital 

— 2008 (Slip Op. at 3). Under this approach, the bond yield is effectively based on a 

sample representing 60 percent ofthe total market value ofthe bonds issued by the 

railroads in the sample. As the Board has recognized, equipment trast certificates (ETCs) 

and conditional sales agreements (CSAs) are not actively traded in secondary markets. 

Their costs were therefore estimated by comparing them to the yields on Treasury 



securities that are actively traded.^ This is the same methodology used by the Board in 

the last 22 proceedings. The composite current cost ofdebt is the market-weighted 

average cost of bonds, ETCs, and CSAs, plus a small floatation cost.^ Using the Board's 

established methodology, the railroads' 2009 cost of new debt is 5.72 percent. V.S. Gray 

at p. 23. 

V. The 2009 Capital Structure of the Railroad Industry and the Overall 

Cost of Capital 

Pursuant to the Board's March 30,2010 decision, the market values ofdebt, 

preferred equity, and common equity were compiled to compute the 2009 capital 

stracture of the railroad industry. 

The railroads' market value capital stracture on a market value basis is 29.10 

percent debt, 70.90 percent common equity capital, and 0.00 percent preferred equity 

capital. V.S. Gray at pp. 48-49. Based upon this capital stracture, the overall 2009 cost 

of capital is 10.47 percent. V.S. Gray at p. 49. 

' V.S. Gray at pp. lOai. 

'in this proceeding, the AAR calculated bond flotation costs by using data reported by the sample 
railroads to the Securities and Exchange Commission (SEC) regarding five new debt offerings in 2009. 
This is the same methodology approved by the Board in Ex Parte No. 558 (Sub-No. 12), Railroad Cost 
of Capital - 2008 (Slip Op. at 5). V.S. Gray at pp. 20-21. 



Conclusion 

The Board should detennine that the raihoads' cost of capital for 2009 is 10.47 
percent 

Paul A. Gutiirie 
J. Michael Hemmer 
Paul R. Hitchcock 
Theodore K. Kalick 
Jill K. MuUigan 
Roger P. Nober 
David C. Reeves 
Louise A. Rinn 
John M. Scheib 
Peter J. Shudtz 
Richard E. Weicher 

Respectfiilly submitted, 

Louis P. Warchot 
Association of American Raihoads 
425 Third Sfreet, S.W. Suite 1000 
Washington, DC 20024 
(202) 639-2502 

Kenneth P. Kolson 
10209 Summit Avenue 
Kensmgton, MD 208995 

Counsel for the Association of American Raihoads 
and Member Raihoads 

May 17,2010 

10 



CERTIFICATE OF SERVICE 

I hereby certify on this 17th day of May, 2010,1 served by first class mail, 

postage piejpaid, a copy ofthe forgoing on the following: 

WilUam A. Mullins 
Roger A. Wimbish 
Baker & Miller, PLLC 
2401 Pennsylvania Ave., NW 
Suite 300 
Washington, DC 20037 

Robert D. Rosenberg 
Slover & Loftus 
1224 Seventeenth St, NW 
Washington, DC 20036-3003 

John M. Scheib 
Norfolk Southern Railway Company 
Three Commercial Place 
Norfolk, VA 23510 

Richard E.Weicker 
Jill K. Mulligan 
BNSF Railway Company 
2500 Lou Menk Drive 
FortWorth,TX 76131 

W. James Wochner 
David C. Reeves 
The Kansas City Southem Railway 
Company 
P.O. Box 219335 
Kansas City, MO 64121-9335 

Kim N. Hillenbrand 
Snavely King Majoros O'Connor & Bedell, 
Inc. 
l l l l 14* St,NW, Suite 300 
Washington, DC 20005 

Andrew P. Goldstein 
McCarthy, Sweeney & Harkaway, P.C. 
Suite 700 
1825 K Street, N.W. 
Washmgton, DC 20006 

Robert M. Jenkins III 
Mayer Brown LLP 
1999 K Street, NW 
Washington, DC 20006 

John M. Cutler, Jr. 
McCarthy, Sweeney & Harkaway, P.C. 
Suite 700 
1825 K Street, N.W. 
Washmgton, DC 20006 

J. Michael Hemmer 
Louise A. Rinn 
Union Pacific Raihoad Company 
Law Department 
1400 Douglas Street, Mail Stop 1580 
Omaha, NE 68179 

G. Paul Moates 
Sidley Austin LLP 
1501 K Street, NW 
Washington, DC 20005 

Kenneth P. Kolson 

11 



"r 
- j ; . « » - / « r V T f q r , ^ * T • • • • ' i f * ' ' , ' ' V 

; > . 
iRs,<»'=y*r' 

fe 

•*.^-"' 

-..'»• 

-.* 

i + 

> • ; 

W S'**"': 
is r - i l ' 
* . '••if' 

-, .': <• •• ¥ . ' 

*"* . 

5 
v 
t ' 

. ' • 

*« 

, '̂ 

' *' 
,** 

• * " . . ' • 

•ifs • J . • ' ^ - ! • . 

. >••• 

V : . 

/« y 

:̂ 

•?•; 

v : 
< • 

' r • 

•^•-1 

; | 

1 
. ' • ^ : - . 

, Jk-dLfit.^/ i t , 



BEFORE THE 

SURFACE TRANSPORTATION BOARD 

EX PARTE NO. 558 (Sub-No. 13) 

RAILROAD COST OF CAPfTAL — 2009 

VERIFIED STATEMENT 

OF 

JOHN T. GRAY 

SENIOR VICE PRESIDENT — POLICY AND ECONOMICS 

ASSOCIATION OF AMERICAN RAILROADS 

May 17,2010 



Table of Contents 

Page 

I. Introduction 1 

II. Determining the Cost of Capital 2 

A. Defining the Cost of Capital 2 
B. The Composite Railroad Approach 3 
C. Selection of Railroads for Analysis 3 
D. Types of Railroad Capital 5 

III. Debt Capital in 2009 6 

A. Bonds, Notes and Debentures 7 
1. Market Value of Bonds, Notes and Debentures 8 
2. Current Cost of Bonds, Notes and Debentures 9 

B. Equipment Trast Certificates 10 
C. Conditional Sales Agreements 15 
D. All Other Debt 17 
E. Market Value of Debt 18 
F. Flotation Costs for Debt Capital 19 
G. Conclusion as to the Cost of Debt Capital 23 

IV. Common Equity Capital In 2009 24 

A. The Market Value of Common Equity Capital 24 
B. The Capital Asset Pricing Model (CAPM) 25 

1. Risk Free Rate (RF) , 27 
2. Market Risk Premium (MRP) 29 
3. Beta 29 
4. Cost of Equity Using the CAPM 34 

C. The Multi-Stage Discounted Cash Flow Model 35 
1. Cash Flows 36 
2. Growth Rates 38 
3. Market Values 41 
4. Cost of Equity Using the MSDCF Model 42 

D. Conclusion as to Cost of Common Equity Capital 43 
E. BNSF Share Prices and the Cost of Common Equity Capital 44 

V. Preferred Equity Capital in 2009 47 



Table of Contents (continued) 

VI. The Overall Cost of Capital In 2009 48 

A. Determination of Market Value Weights 48 

B. The Overall Cost of Capital 49 

VII. Qualifications of John T. Gray 49 



List of Tables 

Page 

1. Evaluation of Class I Railroads 4 
2. Relative Size ofthe Railroad Composite Sample 5 
3. Bonds, Notes and Debentures - Average Market Value 9 
4. Bonds, Notes and Debentures - Weighted Current Cost 9 
5. History of Premiums for Equipment Trast Certificates (ETC) 12 
6. Summary of Equipment Trast Certificates Modeled for 2009 14 
7. Summary of Conditional Sales Agreements Modeled for 2009 16 
8. Market Value of Debt 18 
9. Flotation Costs for Equipment Trast Certificates and Conditional Sales Agrmnts 22 

10. Flotation Costs for Debt 22 
11. Composite Current Cost of Debt 23 
12. Average Market Value for Common Equity in 2009 24 
13. 20-Year U.S. Treasury Bonds 1995 - 2009 28 
14. Cost of Common Equity Using STB's Capital Asset Pricing Model 35 
15. Example Cash Flow Calculations for CSX in 2009 37 
16. 2009 Thomson Median Growth Rate Estimates 40 
17. Market Value on December 31, 2009 41 
18. Cost of Equity Using STB's Ibbotson MSDCF 43 
19. Cost of Common Equity Capital 44 
20. Capital Stracture and Weights 48 
21. Weighted Current Cost of Capital 49 

List of Charts 

Page 
1. S«&P 500 (2008 vs. 2009) 25 



List of Appendices 

Appendix A — Bonds, Notes and Debentures 

Appendix B — Interest Rates on Selected Government Instruments (Yield Curve) 

Appendix C — Equipment Trust Certificates 

Appendix D — Conditional Sales Agreements 

Appendix E — 2009 Market Value of Debt 

Appendix F — 2009 Flotation Costs for Bonds 

Appendix G — 2009 Current Cost of Debt 

Appendix H — Market Value for Common Equity (2009) 

Appendix I — AAR Regression for 2009 Beta (two summaries) 

Appendix J — Cost of Common Equity Using the Multi-Stage DCF model (formula) 

Appendix K — Cash Flow Calculation 

Appendix L — 2009 Median Growth Rates for MSDCF 

Appendix M — Market Value Data for MSDCF 

Appendix N — 2009 Cost of Equity Using STB's MSDCF 

Appendix O — BNSF Acquisition 



Verified Statement 
of 

John T. Gray 

I. Introduction 

My name is John T. Gray. I am Senior Vice President - Policy and Economics ofthe 

Association of American Railroads (AAR), with offices at 425 Third Street, SW, Suite 1000, 

Washington, DC 20024. The AAR is the trade association ofthe Nation's major railroads, as 

well as the railroads of Canada and Mexico. The AAR's United States railroad members, which 

include all ofthe Class I railroads, account for about 95 percent of our Nation's total railroad 

freight operating revenue. 

When appropriate, the AAR represents the railroad industry before govemment bodies, 

including economic regulatory proceedings before the Surface Transportation Board ("STB" or 

"Board"). In particular, the AAR has participated in all ofthe STB proceedings addressing 

revenue adequacy standards and the annual cost of capital determinations. 

Aside from other responsibilities, I have conducted or directed a wide range of analyses 

and projects addressing regulatory, legislative and intemal issues relevant to railroads. 

Furthermore, I have testified before federal regulatory agencies, and have been an expert witness 

for a railroad. A summary of my qualifications and experience appears at the end ofthis 

statement. 

In this submission, I am responding to the Board's decision of March 29,2010 (served 

March 30), instituting a proceeding to determine the railroad industry's 2009 cost of capital — Ex 

Parte No. 558 (Sub-No. 13), Railroad Cost of Capital — 2009 ("Ex Parte 558 Decision"), hi my 

statement, I calculate the cost ofdebt for the railroad industry using the procedures accepted in 



previous STB proceedings. I also calculate the cost of common equity using a simple average of 

the estimates produced using the following methods: (1) the Capital Asset Pricing Model used by 

the Board in Ex Parte No. 558 (Sub-No. 12); and (2) the STB's version ofthe 

Momingstar/Ibbotson Multi-Stage Discounted Cash Flow Model as used by the Board in Ex Parte 

No. 558 (Sub-No. 12). Finally, I calculate the market value capital stracture and the overall cost 

of capital using the procedures accepted in previous Cost of Capital proceedings. This statement 

presents the details for calculating the necessary components for the overall cost of capital 

calculation: the market value capital stracture, the cost ofdebt, the cost of common equity capital 

using the Capital Asset Pricing Model and the Multi-Stage Discounted Cash Flow Model, and the 

cost of preferred equity capital. 

I conclude that the 2009 cost of capital for the railroad industry is 10.47 percent. This 

estimate is based on a current cost ofdebt of 5.72 percent, a cost of common equity capital of 

12.43 percent; and market value weights for debt and common equity of 29.10 percent and 

70.90 percent, respectively. Because there were no preferred stock issues outstanding in 2009, 

the cost of preferred equity capital has not been calculated, and the market value weight for 

preferred equity capital is zero. 

II. Determining the Cost of Capital 

A. Defining the Cost of Capital 

The cost of capital for a firm is the minimum rate of retum on investment that the 

providers of capital require as a condition for making an investment in the firm. In essence, it is 

the threshold rate of retum on investment that makes investment in the firm attractive. The cost 

of capital necessarily incorporates long-term investor expectations for a company's performance. 



Investment funds flow to companies where the expected retums, over the investors' investment 

horizons, are thought to at least equal the expected retums available from other investment 

opportunities, giving consideration to the relative (or commensurate) risk of investment. 

Similarly within a company, limited capital resources flow to projects where the expected retums 

are expected to be highest, giving consideration to the relative (or commensurate) risk of 

investment. Methods used to estimate the cost of capital therefore attempt to measure investor 

expectations. For some types of capital, such as traded bonds, investor expectations can be 

readily observed. For other types of capital, such as common equity, modeling is necessary. 

B. The Composite Railroad Approach 

The STB has adopted a composite railroad approach to computing an industry-wide cost 

of capital. This approach relies upon data from a sample of railroads meeting criteria established 

by the Board in Ex Parte No. 458, Railroad Cost of Capital — 1984. 1 LCC. 2d 989, 1003-1004 

(1985). 

C. Selection of Railroads for Analysis 

Under the criteria established by the Board for individual firm inclusion in the composite 

railroad sample, a company must meet certain criteria. (Ex Parte 558 Sub-No. 13 Decision) 

Those criteria are: 

• The company is a Class I line-haul railroad. 
• Ifthe Class I railroad is controlled by another company, the controlling company is 

primarily a railroad company (at least 50 percent of its total assets are devoted to 
railroad operations), and it is not already included in the study frame. 

• The company's bonds are rated at least BBB by Standard «& Poor's and Baa by 
Moody's. 

• The company's stock is listed on either the New York or the American Stock 
Exchange. 

• The company has paid dividends throughout the year (2009). 



BN! 
CSX 
CNI 
KSU 
NSC 
CP 
UNP 

Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 

Yes 
Yes 

— 
No 

Yes 
— 

Yes 

Yes 
Yes 

Non-U.S. company 
Yes 
Yes 

Non-U.S. company 
Yes 

Yes 
Yes 
— 
No 

Yes 
— 
Yes 

Table 1 (below) lists the AAR's evaluation of railroad companies that may meet the 
STB's criteria. 

Table No. 1 
Evaluation of Class I Railroads 

Under Surfece Transportation Board Selection Criteria 
2009 

Rail Assets 
Dividends Account For Adequate 

Class I Stock Listed Throughout At Least 50% Debt 
Railroad Parent Symbol NYSE/ASE 2009 of Parent Rating 
BNSF Burlington Northem Santa Fe Corp. 
CSX CSX Corporation 
CNGT* Canadian National Railway Co. 
KCS Kansas City Southem 
NS Noriblk Southem Corporation 
SOO* Canadian Pacific Railway Limited 
UP Union Pacific Corporation 

* CNGT is Grand Trunk Corporation, and consists of most ofthe U.S. railroad operations of Canadian National 
Railway (CN). SOO is Soo Line Railroad, the westem U.S. operations of Canadian Pacific Railway (CP). 
Following STB precedent, CN and Canadian Pacific were not included in the sample because both CN and 
CP are Canadian corporations - and the cost of capital proceeding is concemed with detennining costs fbr 
U.S. railroads under STB jurisdiction. 

This year there are four railroad corporations or holding companies in the sample meeting 

the Board's criteria: Burlington Northem Santa Fe Corporation, CSX Corporation, Norfolk 

Southern Corporation, and Union Pacific Corporation. These are the same railroads that were 

included in the 2008 sample. Consistent with past proceedings, the two Canadian railroads have 

been excluded firom the sample. Kansas City Southem did not meet the Board's criteria because 

ofits lack of dividends on common stock, and its debt rating. 

Table 2 shows that, based on data for 2009, the four-firm composite accounts for 

92.7 percent ofthe operating revenues and 89.7 percent ofthe assets of all Class I railroads. As 

in recent prior years, this year's sample railroads account for a significant portion of both the 



revenues and assets ofthe Class I railroads, indicating that the group represents the industry well.' 

It should be noted that in the early 1990s, these percentages were typically 75 percent.̂  

Table No. 2 
Relative Size ofthe Railroad Composite Sample 

Year 2009 

Revenue Assets Pctof Total Class! RR 
Railroad ($000) ($000) Revenue Assets 
BNSF 
CSX 
NS 
UP 

Total 

Total Class 1 

$14,123,528 
8,170,380 
7.968.657 

14,116,528 

$44,379,093 

$47,848,649 

$37,078,487 
24,453,060 
26.831,705 
39.719.230 

$128,082,482 

$142,811,713 

29.5 % 
17.1 
16.7 
29.5 

92.7 

100.0 % 

26.0 % 
17.1 
18.8 
27.8 

89.7 

100.0 % 

NOTE: Revenue and asset figures are from Annual Report Form R-l, submitted by Class I 
raihoads to the STB at die end of March 2010 for die year 2009. 

D. Types of Railroad Capital 

The total capital of a firm may include various forms ofdebt and two types of equity; 

common stock and preferred stock. Each of these three sources of capital has different expected 

rates of retum (reflecting different levels of perceived risk), and the overall cost of capital is 

calculated as the weighted average ofthe costs of common equity, preferred equity, and debt 

based on their market values. Different approaches are used to estimate the costs of each ofthe 

types of capital. In this statement, 97.5 percent ofthe cost ofdebt is calculated using bonds and 

similar instraments (including notes and debentures). The remaining 2.5 percent - in the form of 

Equipment Trast Certificates and Conditional Sales Agreements - is calculated with a long-used 

' For 2008 (latest year available with total industry data), Class I railroads accounted for 93.7 percent ofthe entire 
freight railroad industry's freight revenue. 

^ For example,' in the AAR's Ex Parte No. 491 filing, submitted February 15,1991,7 ofthe 14 Class I railroads that 
submitted an Annual Report Form R-1 met the criteria to be included in the composite railroad, and they accounted 
for 75 percent ofthe operating revenue for all Class 1 railroads. 



model that utilizes market-determined yields for govemment debt, and the historical relationship 

between govemment debt and the type of railroad debt modeled. The estimate ofthe cost of 

common equity is a simple average ofthe results from two estimation methods. One method, the 

details of which are shown in this statement, is calculated using the Capital Asset Pricing Model 

(CAPM) foUpwing the methodology prescribed by the Board in the 2008 Cost of Capital 

decision. The other method, the details of which are also shown in this statement, is calculated 

using the Multi-Stage Discounted Cash Flow model methodology prescribed by the Board in the 

2008 Cost of Capital Decision. The cost of preferred equity capital has not been calculated, since 

none ofthe representative companies had preferred stock outstanding at the end of 2009. 

Calculations for all three types of capital are based on data through 2009.̂  The industry's overall 

cost of capital is computed as a weighted average ofthe two costs — debt and common equity — 

based upon the market value for each type of capital. 

III. Debt Capital in 2009 

The current cost ofdebt is determined firom the current market-determined yields on all 

debt outstanding. This approach is necessary, and in past Board Cost of Capital decisions^ has 

been accepted as appropriate, because ofthe reasons listed below. 

(1) There is a lack of sufficient new issues from which to develop a representative 

current cost. 

^ The growth rates and market values used in the Multi-Stage Discounted Cash Flow model are from December 31, 
2009. 

" Ex Parte Nos. 415,436,452,458,464,466,473,478,486,491,506, 513,518, 523,523 (Sub-No. 1), 558, 558 
(Sub-No. 1), 558 (Sub-No. 2), 558 (Sub-No. 3), 558 (Sub-No. 4), 558 (Sub-No. 5), 558 (Sub-No. 6), 558 (Sub-
No. 7), 558 (Sub-No. 8), 558 (Sub-No. 9), 558 (Sub-No. 10), 558 (Sub-No. 11), and 558 (Sub-No. 12). 



(2) The stated rate of interest/dividend payment to the investor is not always the same 

as the cost to the railroad. For example, when securities are issued, the exact total 

amount paid by investors is seldom received by the firm. Administrative fees, 

such as compensation paid to investment bankers, reduce the proceeds to the firm. 

The effect ofthis is to increase the cost ofthe securities to the firm. 

(3) The maturity mix and the type of security (equipment trast certificates, conditional 

sales agreements, long-term debt) of new security issues may be different from the 

average of existing securities. Because ofthe effect that length of maturity and 

type of security has on its current cost, the use of only new issues would not 

accurately measure the current cost. 

(4) The quantity and quality of existing debt has an impact on the yield of new issues. 

A. Bonds, Notes and Debentures 

Yields and market values ofthe sample railroads' bonds, notes and debentures are 

obtained from bond prices and yields from Standard & Poor's BondXpressFeeddata base.̂  As in 

previous Cost of Capital determinations, the calculations are based on all ofthe sample railroads' 

bonds, notes, and debentures that were publicly traded during the year. The bonds that were 

publicly traded in 2009 represent 60 percent ofthe market value of all outstanding bonds that 

were issued by the sample railroads.̂  

^ Standard & Poor's (S&P) Bond XpressFeed provides financial and statistical data on approximately 6,200 
corporate bonds, and is essentially an electronic version ofthe Standard & Poor's Bond Guide. 

^ The only bonds not included in the Bond XpressFeed are bonds that are not publicly traded. There is no practical 
way to obtain yields and prices for bonds which are privately held. 



1. Market Value of Bonds, Notes, and Debentures 

The average market value for traded bonds, notes, and debentures is calculated using the 

methodology employed in previous Cost of Capital proceedings. For each of 61 traded bonds in 

2009, an average price is calculated based on the simple average of monthly prices. The prices 

represent what the investor is willing to pay for the bond given its coupon rate and maturity date. 

The market value is the average market price (stated as a price per hundred dollars of principal) 

times the amount ofdebt outstanding as of December 31,2009.' Where market prices are not 

available (i.e., for instraments that did not trade), the "face value" ofthe bond is assumed to be 

the price investors would pay. This assumption may slightly overstate the market value of some 

issues and understate the value of others, depending upon the relationship ofthe instraments' 

coupon rate and the current market rate. However, this possible variation is not likely to 

significantly affect the overall estimate ofthe cost ofdebt capital, since the differences are likely 

to be both small and offsetting, and since 59 percent ofthe book value of bonds is priced at 

market. Table 3 summarizes the results ofthe market value calculations for 2009. The market 

value for bonds, notes, and debentures that traded is $17.6 billion, an increase of 6 percent from 

die 2008's $16.6 billion. The non-traded value increased from $9.0 in 2008 to nearly $12.0 

billion in 2009. 

' Securities that were issued during the year were prorated by the ratio of the number of months outstanding 
(rounded to the nearest half month) to the twelve-month year, as done in past proceedings. 



Railroad Co. 
BNI 
CSX 
NSC 
UNP 

Total 

Prior Year 
Change 

Table No. 3 
Bonds, Notes and Debentures 

Average Market Value 

Traded Non-Traded Total 
Value Value Value 
($000) ($000) ($000) 

$5,736,076 
3.121.230 
4,582.692 
4,136.773 

$17,576,771 

$16,589,063 
6.0% 

$2,179,741 
4,536,554 
2,102.861 
3,151.579 

$11,970,735 

$9,030,275 
32.6% 

$7,915,817 
7,657,784 
6,685.553 
7,288.352 

$29,547,506 

$25,619,338 
15.3% 

Weight 
Based on 
Traded 

32.63 % 
17.76 
26.07 
23.54 

100.00 % 

Appendix A lists details for each of the 61 bonds, notes, and debentures belonging to the 

composite railroad that traded in 2009 - and those instraments are summarized for each sample 

raihoad in the front ofthe Appendix. Book values for non-traded debt are also listed. 

2. Current Cost of Bonds, Notes, and Debentures 

Table 4 summarizes the yield or cost of each railroad's debt (bonds, notes, and 

debentures), which, when weighted by the market value ofthe traded debt (as shown in Table 3), 

determines the sample composite cost of bonds, notes and debentures. This weighted average is 

5.669 percent. 

Table No. 4 
Bonds, Notes and Debentures 

Weighted Current Cost 

Railroad Co. 
BNI 
CSX 
NSC 
UNP 

Total 

Weight 

32.63 % 
17.76 
26.07 
23.54 

100.00 

Current 
Cost 
5.575 % 
5.971 
6.164 
5.023 
5.669 % 

As noted earlier, the current cost for bonds, notes, and debentures is based on traded 

instraments issued by the sample railroads. Appendix A contains the average yield for each of 



Conclusion 

The Board should determine that the railroads' cost of capital for 2009 is 10.47 
percent. 
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In recent years prior to 2007, no new ETCs were issued by the sample railroads. An 

altemative method of estimating yield spreads between govemment bonds and ETCs was 

therefore necessary for Cost of Capital determinations for the years 2001 through 2006. For this 

period, the AAR relied on historical yield spreads to determine the current cost of ETCs. 

Consequently, the yield spread between ETCs and govemment bonds was an average ofthe 

spreads (govemment vs. BBB ETCs) used in the 1998 through 2000 Cost of Capital proceedings. 

That spread was 114 basis points. In 2007, however, a new ETC was issued, and its interest rate 

spread above govemment bonds was 125 basis points. There were no new ETCs issued in 2008, 

so the 2007 premium was used. However, in 2009, a new ETC was issued, and its interest rate 

spread above govemment bonds was 80 basis points. Because the 2009 ETC is the most current 

measure ofthe relationship between ETCs and govemment securities, its 80 basis point spread is 

used herein as the interest rate spread above govemment bonds. Table 5 lists twelve years of 

interest rate spreads. The 2009 spread is closest to the spreads from 1998 and 1999. 

Table No. 5 
History of Premiums fbr 

Equipment Trust Certificates (ETC) 

Data 
Year Proceeding Basis Points 

1998 Ex Parte No. 558 (Sub-No. 2) 84 
1999 Ex Parte No. 558 (Sub-No. 3) 87 
2000 Ex Parte No. 558 (Sub-No. 4) 171 
2001 Ex Parte No. 558 (Sub-No. 5) 114 
2002 Ex Parte No. 558 (Sub-No. 6) 114 

2003 Ex Parte No. 558 (Sub-No. 7) 114 
2004 Ex Parte No. 558 (Sub-No. 8) 114 
2005 Ex Parte No. 558 (Sub-No. 9) 114 
2006 Ex Parte No. 558 (Sub-No. 10) 114 
2007 Ex Parte No. 558 (Sub-No. 11) 125 

2008 Ex Parte No. 558 (Sub-No. 12) 125 
2009 Proposed for EP 558 (Sub-No. 13) 80 
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The methodology used to detennine the cost of ETC debt is the same as the method 

employed and approved in previous proceedings. Risk-adjusted yields provide the basis to value 

each ETC. Using formulae suggested by Standard Security Calculation Methods, the market 

value of each maturity comprising an ETC is determined.'° In effect, these formulae make it 

possible to determine the price investors would pay in 2009 for the contractual interest payments 

and price appreciation for holding the instrament. It is the most accurate way to compute the 

current cost of ETCs to the firm for the defined period. Computing the intemal rate of return of 

the ETC prices and their associated cash flow streams establish the current cost for ETCs. The 

weighted-average cost for all modeled Equipment Trast Certificates is shown in Table 6. 

'"The formulae used to value these bonds are standards ofthe security industry. They are: 

For bonds with less than six months to maturity: 

DP = 
lOO + C/2 
l+DY/360 

C/2 
(180-D) 

180 

Where: 

For bonds with six months or longer to maturity: 

DP = 

DP 
C 
D 
Y 
EXP 
N 
K 

100 

(I + Y/2)^^(N - I + D/I80) 

C/2 

* = / (1 + Y/2)̂ ^^ (K- I + D/I80) 
C/2 

(180 - D) 

180 

Dollar price ofthe bond 
Coupon rate as a percent per year 
Number of days from settlement date to coupon date 
Yield to maturity as a decimal per year 
Raise the term on the lefi to the power mdicated by the term on the right 
Whole number of coupons payable plus 13 
Compute for K, values I to N and sum the results 
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Table No. 6 
Summary of Equipment Trust Certificates Modeled for 2009 

($000) 

Railroad 

BNSF 

CSX 

NS 

UP 
Total 

Amount Outstanding 
Beg. 

$272,489 

$152,700 

$96,300 

$202,018 
$723,507 

Ending Average 

$242,771 $257,630 

$126,900 $139,800 

$79,550 $87,925 

$178,243 $190,130 
$627,464 $675,485 

Yield 

3.816% 

3.056% 

2.944% 

3.898% 
3.551% 

Current 
Market 
Value 

$236,658 

$158,148 

$97,756 

$215,499 
$708,061 

Current 
Interest 
Amount 

$9,032 

$4,834 

$2,878 

$8,400 
$25,144 

No. 
ETC 

7 

6 

3 

5 
21 

Weighing each railroad's yield, by its current market value for modeled ETCs, results in a 

current cost of 3.551 percent." The average rate is lower than the 4.432 percent estimated for 

2008. This is not surprising because the yield curve for govemment securities is lower in 2009 

than 2008 (see Appendix B), especially for shorter-term rates. In addition, the 2009 interest rate 

spread used in the model is smaller than the spread used in the model for 2008. A summary of 

each railroad's modeled ETCs can be found in Appendix C, which includes a market value and a 

current yield. In addition, Appendix C also lists ETCs that were not modeled. ETCs can fail to 

be modeled for two reasons: (1) the ETC instrament does not have all ofthe characteristics 

typical of an ETC; or (2) the ETC has a floating rate (instead of fixed) making its rate for a 

particular future year uncertain. The market value of all modeled ETCs is $708.1 million. Based 

on the assumption that the market value of non-modeled ETCs is the same as its book value, the 

market value of non-modeled ETCs is $55.9 million. The non-modeled ETC "market value" is 

listed in the Miscellaneous Debt category to comply with the Board's previous decisions. 

" One new ETC has been added to the group since 2008, and its market value has been prorated at 45.833 percent 
(S.S months divided by 12 months, full float used) because ofthe July IS, 2009 issue date. 
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C. Conditional Sales Agreements 

Conditional Sales Agreements (CSAs) are another form of railroad fmancing that is 

treated by investors as debt securities, because their interest obligations are essentially the same 

as interest obligations on ETCs. Like ETCs, CSAs are not generally traded in secondary markets. 

Accordingly, as in prior proceedings, their current cost has been determined from current yields 

on govemment bonds in a similar manner to ETCs. 

In Cost of Capital proceedings prior to Ex Parte No. 486, Railroad Cost of Capital — 

1989, yield spreads for CSAs were estimated using the yield on new issues of CSAs and the 

Salomon Brothers, Inc. publication Analytical Record of Yield and Yield Spreads to determine 

the yields and yield spreads between govemment bonds, ETCs, and CSAs of similar rating. 

However in 2009, as in 1989-1996 and 1998-2008, there were no issues of CSAs by the 

sample railroads. Therefore, an altemative method of estimating yield spreads was required using 

historical yield spread data to determine the current cost of CSAs. Similarly, historical yield 

spread data are used in this proceeding to determine the current cost of CSAs. Specifically, the 

yield spread for CSAs in 2009 is based upon the yield-spread relationship between ETCs and 

CSAs issued in 1997, which was used in the 1997-2008 Cost of Capital proceedings. This 

approach, which has been used and approved in prior proceedings, is the most practical and 

accurate method available for determining the cost of CSAs. 

In 1997, a new CSA was issued— the first since 1987. The yield spread ofthe new CSA 

over ETCs in 1997 was 32 basis points. Adding this yield spread to the current ETC yield spread 

over govemment bonds of 80 basis points provides a 2009 CSA yield spread of 112 basis points 

over govemment bonds. Using this methodology, die current cost of Conditional Sales 

Agreements and their market value is shown in Table 7. Although the table is shown in 

15 



thousands, interest rate calculations are based on the full interest amount [$1,183,219] and fiill 

market value [$43,348,791]. 

Table No. 7 
Summary of Conditional Sales Agreements Modeled fbr 2009 

($000) 

Railroad 

BNSF 

CSX 

NS 

UP 
Total 

Amount Outstanding 
Beg. 

$0 

45,481 

0 

0 
$45,481 

Ending Average 

$0 $0 

34,111 39,796 

0 0 

0 0 
$34,111 $39,796 

Yield 

— 

2.730% 

-
-

2.730% 

Current 
Market 
Value 

$0 

43,349 

0 

0 
$43,349 

Current 
Interest No. 
Amount CSA 

$0 0 

1,183 2 

0 0 

0 0 
$1,183 2 

Weighing each railroad's yield (only one railroad currently has CSAs), by its current 

market value for modeled CSAs, results in a current cost of 2.730 percent. Similar to ETCs, the 

yields reflected in the model are lower because ofthe lower yield curve for govemment securities 

and the lower yield spread. A summary of each railroad's (only one railroad still has this type of 

debt instrament) modeled CSAs can be found in Appendix D, which includes a market value and 

a current yield. In addition, Appendix D lists CSAs that were not modeled. Like an ETC, CSAs 

can fail to be modeled for two reasons: (1) the CSA instrament does not have all ofthe 

characteristics typical of a CSA; or (2) the CSA has a floating rate (instead of fixed), making its 

rate for a particular future year uncertain. The market value of all modeled CSAs is $43.3 

million. Based on the assumption that the market value of non-modeled CSAs is the same as its 

book value, the market value of non-modeled CSAs is $30.0 million. The non-modeled CSA 

market value has been listed with the Miscellaneous Debt category to comply with the Board's 

earlier decisions. 
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D. All Other Debt 

Capital leases and miscellaneous debt such as commercial paper, demand deposits, and 

other instraments with relatively small amounts outstanding are listed as All Other Debt. To 

comply with past decisions ofthe Board, non-modeled Equipment Trast Certificates and 

Conditional Sales Agreements have been listed in this category. Capital Leases account for over 

90 percent ofthe All Other Debt category. 

Capital leases are contracts between two parties and as such take many forms.'^ Since 

capital leases are not traded in the marketplace, their current cost is not directly observable. The 

lack of complete information with respect to leases necessitates that many assumptions be made 

to estimate their current cost and their values. For market value purposes, capital leases are 

included at book value. Given the large number of these leases and the significant differences 

among their terms, this is the only practical option available. Because the cost of capital 

calculation assigns this debt a cost based on traded or modeled securities (bonds, notes, 

debentures, ETCs and CSAs) that typically have a lower cost, the cost used for capital leases will 

be somewhat understated. 

Miscellaneous debt, such as commercial paper, demand deposits, and various instraments 

with extremely small amounts outstanding are also excluded from the current cost computations. 

Non-modeled Equipment Trast Certificates and non-modeled Conditional Sales Agreements are 

also included in the Miscellaneous Debt category. The book value (assumed market value) of 

capital leases, miscellaneous debt, non-modeled ETCs, and non-modeled CSAs is $3,919.0 

million; as a percent ofthe total market value ofdebt ofthe composite railroad, it is 11.5 percent. 

'̂  See generally 49 C.F.R. 1201, 2-20 for definitions. 
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This treatment of All Other Debt is the same approach used in the previous cost of capital 

proceeding. 

E. Market Value of Debt 

Table 8 summarizes the total market value for each debt category. The total market value 

for traded and non-traded debt is $34,217.9 million. Bonds, Notes, and Debentures (Bonds) 

account for about 86 percent ofthe total market value. Approximately 59 percent ofthe Bonds' 

market value is determined by the results of trading throughout the year, while the remaining 

portion is based upon the book value of non-traded bonds. 

Table No. 8 
Market Value of Debt ($000) 

Market Percent of 
Type of Debt Value Total Subtotal 
Bonds, Notes & Debentures $29,547,506 86.35 % 97.52 % 
Equipment Trust Certificates 708,061 2.07 2.34 
Conditional Sales Agreements 43.349 0.13 0.14 

Subtotal 30,298.916 88.55 100.00% 

All Other Debt* 3.919.014 11.45 
Total $34,217,930 100.00 % 

* Non-modeled ETCs and non-mcxieled CSAs are Included In All Other Debt. 

Current costs can be determined for three of the four debt categories — Bonds, Equipment 

Trast Certificates, and Conditional Sales Agreements. Therefore, the weighted average cost of 

debt is based upon these three (ofthe four) debt categories (see subtotal column). The total 

market value ofdebt, used to determine the weight for debt in the overall cost of capital 

calculation, includes all four categories. The market value ofdebt, including traded and non-

traded debt, is described in more detail in Appendix E. 
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F. Flotation Costs for Debt Capital 

The cost of issuing new debt generally has two portions. First, when new debt is issued 

by a negotiated offering or a competitive bid, the issuing firm pays a fee to the investment 

banking firm or firms handling the offer. These fees cover the banker's administrative costs in 

handling the sale and profits. Second, the issuer incurs expenses such as legal, accounting, and 

printing. Those types of expenses are quantified in the Securities and Exchange Commission's 

Form 424(b)(5), as are the investment banker's fee and other details of new debt offerings. 

Flotation costs generally vary by type of security. For ETCs and CSAs, the fees are extremely 

small, but costs increase as the administrative burden and underwriting risk increase (i.e., in order 

of increasing cost —ETCs and CSAs, bonds and notes, convertible bonds, and preferred stock 

and common stock). As discussed below, flotation costs directly reduce the gross proceeds 

available to the issuing firm. 

An example helps to illustrate how flotation costs permanently increase the cost ofdebt 

capital to the railroad. lfa railroad sells a 10-year bond with an annual coupon of 15 percent and 

investors are willing to pay $98 for each $100 in face value, the effective yield on the bond is 

15.40 percent. Because the investment banker requires compensation (flotation costs) for his 

work, the railroad does not receive the full $98 from the investors. In addition, the railroad will 

have its own internal costs such as legal and accounting. If flotation costs reduce the net proceeds 

to say $96, the effective cost to the railroad over the life ofthe bond is 15.82 percent. Therefore, 

flotation costs have increased the cost ofdebt from 15.40 to 15.82, or by 42 basis points. Proper 

accounting treatment requires the $4 per $100 ($100 - $96) to be amortized on a straight line 

basis over the life ofthe bond. In addition, the Uniform System of Accounts requires the annual 

amortization to be charged directly to Account No. 548, Amortization of Discount on Funded 
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Debt, a fixed charge item. This results in fixed charges for the year totaling $15.40 ($15.00 

coupon payment + amortization of $0.20 discount + $0.20 flotation costs). It is important to note 

that these flotation costs are not recovered through operating costs but are fixed charges each year 

during the life ofthe bond. Also, it is evident that in order to reflect the total current cost ofdebt, 

flotation costs must be included. 

Any firm requires the opportunity to cover flotation costs before it will have an incentive 

to make future capital expenditures. Before creditors will lend their funds, they must be assured 

that the raihoad will have the opportunity to eam retums sufficient to cover all costs. 

hi STB Ex Parte No. 558 (Sub-No.l 1), die Board stated diat it "would welcome a better 

and more transparent calculation of flotation costs in fiiture proceedings." Therefore, in Ex Parte 

No. 558 (Sub-No. 12), 1 calculated 2008 flotation costs for bonds using publicly available data 

from electronic filings with the Securities and Exchange Commission (SEC), and this method 

was found reasonable by the Board.'̂  The filing types are "Prospectus Rule 424(b)(2)" and 

"Prospectus Rule 424(b)(5)". In addition to standard bond information such as coupon and 

maturity date, these filings also provide the price to investors, underwriter's fee, and railroad 

expenses excluding the underwriter's fee. Using the same method I used in Ex Parte No. 558 

(Sub-No. 12), I have calculated a yield based on the price to investors and a yield that also 

included flotation costs. The difference between the two yields is the flotation cost expressed in 

percentage points. For 2009, five new issues were reported in four (one filing reported two new 

issues) filings. A simple average ofthe eight flotation costs is 0.103 points, only slightly lower 

than the 0.110 percentage points calculated for 2008. Page 1 of Appendix F contains a table with 

'̂  The SEC's EDGAR (Electronic Data Gathering, Analysis, and Retrieval) system is available on the intemet at the 
following address: http://www.sec.pov/cdgar.shtml. 
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source data and calculations. Pages 2 and 3 ofthe same appendix contain, as an example, the 

pages from the SEC filing that were used as a source for one ofthe bonds. The source filings for 

all ofthe bonds have been included in the work papers. I believe the group of five new railroad 

debt issues provide the best source to determine flotation costs for 2009, and the fact that the 

resulting cost is similar to 2008 adds to my confidence in the 2009 number. I have therefore used 

0.103 percentage points for the flotation costs for bonds. 

The Securities and Exchange Commission (SEC) conducted a study of flotation costs 

using railroad ETC data for the years 1951,1952 and 1955.'̂  In that study, the SEC determined 

that ETC flotation costs averaged 0.89 percent of gross proceeds. For CSAs, neither recent nor 

historical data are publicly available, so the ETC figure is used. 

Table 9 below calculates flotation costs for ETCs and CSAs using the flotation percent of 

gross proceeds discussed above. Current average yields on railroad ETCs and CSAs are assumed 

to be equal to the yield resulting from the price to investors for a new issue. Coupons are 

assumed to be paid twice per year. The duration for new ETCs and CSAs is assumed to be 15 

years. Given the input data, effective yields can be calculated, and the difference between the 

yields excluding flotation costs and the yields including flotation costs are the flotation costs 

measured in percentage points. The results are flotation costs for ETCs of 0.078 percentage 

points. The figure for CSAs is somewhat similar, at 0.073 percentage points. This methodology 

is unchanged from last year.'̂  It is the same method for calculating flotation costs was used by 

the Board in its 2007 and 2008 Cost of Capital decisions, and the 2009 figures are not far from 

the 0.082 percentage point calculation for ETCs in 2008. 

'̂  Cost of Flotation of Corporate Securities 1951-1955, Securities and Exchange Commission, June 19S7. 

" See Table No. 8 in Verified Statement of John T. Gray, Association of American Railroads, Ex Parte No. SS8 
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Table No. 9 
Flotation Costs for 

Equipment Trust Certificates and 
Conditional Sales Agreements 

GfVen ETC CSA 
Flotation Costs as Pet of Gross Proceeds 0.890% 0.890% 
Avg. Railroad Yields (Tables 6 & 7) 3.551% 2.730% 
Duration of New Instrument (Years) 15 15 

Calculated 
Price After Flotation Costs $99.11 $99.11 
Efiective Yield Including Flotation Costs 3.629% 2.803% 

Diflierence Between Yields With and 
Without Flotation Costs = 
Flotation Cost as Percentage Points 0.078% 0.073% 

To compute the overall effect of flotation cost on debt, the market value weight ofthe 

debt outstanding is multiplied by the respective flotation cost. The weights for each type ofdebt 

are based on market values for debt (excluding All Other Debt), as found in the Percent of 

Subtotal column in Table 8. All Other Debt is excluded from the weight calculation, since a 

current cost ofdebt for that category has not been determined. As shown in Table 10, flotation 

costs increase the cost ofdebt by 0.102 percentage points. This result is slightly lower than the 

Board's 0.109 percent points calculated in its 2008 Cost of Capital decision. 

Table No. 10 
Flotation Costs For Debt 

Type of Debt 
Bonds, Notes & Debentures 
Equipment Trust Certificates 
Conditional Sales Agreements 

Total 

Market 
Weight 

97.52% 
2.34% 
0.14% 

100.00% 

Floatation 
Cost 
0.103% 
0.078% 
0.073% 
0.102% 

(Sub-No. 12). 
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G. Conclusion as to the Cost of Debt Capital 

To determine the overall composite current cost of debt, the current cost of each of three 

categories ofdebt (Bonds, ETCs and CSAs) is multiplied by its market value proportion. Market 

values are properly used in this connection, because they represent the amounts on which the 

current cost must be paid. Table 11 shows the results ofthis calculation. 

Table No. 11 
Composite Current Cost Of Debt 

Type of Debt 
Bonds, Notes & Debentures 
Equipment Trust Certificates 
Conditional Sales Agreements 

Subtotal 

Flotation Costs 

Weighted Cost of Debt 
Weighted Cost of Debt (Rounded) 

Market 
Weight 

97.52% 
2.34% 
0.14% 

100.00% 

Current 
Cost 
5.669% 
3.551% 
2.730% 
5.615% 

0.102% 

5.717% 
5.72% 

The current weighted cost ofdebt before flotation costs is 5.615 percent. The addition of 

flotation costs results in a rounded cost ofdebt of 5.72 percent. This cost ofdebt is lower than 

the 6.57 percent decided for 2008, and it is one ofthe lowest cost of debts ever calculated. Since 

1978, only three years have had lower current cost of debts.'^ Additional details for the 2009 

calculation ofthe overall cost ofdebt are provided in Appendix G. 

'̂ The AAR's Railroad Facts book conveniently lists all cost ofdebt decided by the Board, and its predecessor, since 
1978, on page 19 ofthe 2009 edition. 
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IV. Common Equity Capital in 2009 

A. The Market Value of Common Equity Capital 

The market value of common equity is based on stock prices and shares outstanding for 

2009. Table 12 below summarizes the market value calculation. The Weight column, which is 

not used directly in our calculation, is provided as additional information. 

Table No. 12 
Average Market Value 

For Common Equity in 2009 

Value Weight 
Railroad Co. 

BNI 
CSX 
NSC 
UNP 

Total 

Prior Year 
Change 

($000) 
$26,171,545.1 

14,690,076.8 
15,517,706.5 
26,970,547.4 

$83,349,875.8 

$108,575,036.0 
-23.2% 

% 
31.40% 
17.62 
18.62 
32.36 

100.00 % 

Details ofthe calculation are presented in Appendix H. Calculations for 2009 included 52 

weeks. Week 1 began on Monday January 5, and is the first week after 2008's week 53 used in 

last year's calculation. Weekly market values were calculated for each railroad using shares 

outstanding data from railroad 10-Q and 10-K reports multiplied by stock prices at the close of 

each week in 2009." BNSF's share prices from November through December 2009, following 

the announcement of Berkshire Hathaway's announcement ofits intention to acquire BNSF, have 

been appropriately included in the market value calculation since the BNSF stock was still trading 

at that time. lfa market price is defined as the price that buyers and sellers agree to trade the 

stock in an open market, then BNSF stock prices must be included for the full year 2009 - or else 

" The 10-Q and 10-K reports arc filed with the U.S. Securities and Exchange Commission (SEC), and arc available 
from railroad web sites or the SEC web site. . 
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die "market value" in Table 12 would not really be market value. I have more discussion on the 

BNSF stock price in section E. 

The 52-week average market capitalization ofthe composite railroad (the four raihoads 

that comprise the composite sample), listed on page 5 of Appendix H, is $83,349.9 million. 

Weekly numbers for approximately the first ten months of 2009 were well below the figures for 

2008, with differences as high as 47 percent. However, the last two months of 2009 had higher 

market values than 2008, caused by a combination of increasing stock prices in 2009 and falling 

stock prices in 2008 that resulted in an "easier" comparison. The stock market, as represented by 

the Standard & Poor's 500, also recovered at the end of 2009 (see Chart 1) - although the market 

began eclipsing 2008 earlier than the railroads. Thus, the average railroad market value for 2009 

is "only" 23.2 percent lower than the value for the previous year. 

Chart No. 1 
S&P 500 

1500 
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Week 

2008—2009 

B. The Capital Asset Pricing Model (CAPM) 

The cost of equity is a measure of investor expectations, including the opportunity cost of 

investing in a share of a firm's stock; i.e., the expected rate of retum that investors require on the 
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market value (purchase price) ofthe stock in light of altemative investment opportunities of 

comparable risk. Because investor expectations are not directiy observable, analysts have 

developed methods of inferring the cost of equity from available financial data. There are several 

methods available to estimate the cost of equity. Two of these methods, the Capital Asset Pricing 

Model (CAPM) and a Multi-Stage Discounted Cash Flow Model (MSDCF) are used in this 

statement to compute an estimate for the cost of equity — in accordance with STB Ex Parte No. 

558 (Sub No. 13). The CAPM is discussed herein, and the MSDCF is discussed in the next 

section. 

The theory underlying the CAPM is that an investor seeks a risk-free retum plus a 

premium that is dependent upon risk. In formulaic terms, the cost of equity as estimated by the 

CAPM may be expressed as: 

K = RF +Beta (MRP) 

Where K = the firm's cost of equity, 
RF = the risk-free rate, 
MRP = the market's risk premium, and 
Beta = the coefficient of systematic, non-diversifiable risk ofthe stock. 

Therefore, each firm's cost of equity depends on the non-diversifiable risk ofits common 

stock, represented in the model as beta. The risk-free rate (RF) is typically represented by the rate 

of a U.S. Government (Treasury) instrument. The market risk premium (MRP) is the expected 

fiiture difference between retums for the overall stock market and risk-free retums. That 

expected difference is typically estimated using historical differences. Beta is the coefficient of 

systematic, non-diversifiable risk ofthe stock, which depends on its volatility and its correlation 

with the overall stock market. The beta for the overall stock market is 1.0. Firms with higher 

risk will have a beta above 1.0, while firms with lower risk will have a beta below 1.0. As with 
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die market risk premium, betas are also typically estimated using historical relationships. The 

methodology used for the CAPM calculation — including details for using certain inputs — 

follows the methodology prescribed and clarified by the STB in the 2008 Cost of Capital 

decision.'̂  

1. Risk-Free Rate (RF) 

In all three decisions regarding the CAPM, the Board has specified a risk-free rate based 

on an average yield to maturity for a 20-year U.S. Treasury Bond. The average yield-to-

maturities for U.S. Treasury Bonds are available from the Federal Reserve web site, and I have 

again utilized this resource to retrieve data for 2009.'' A copy of the "download" from the 

Federal Reserve web site is included in my work papers. Table 13 (below) lists a 15-year history 

ofthis bond. 

'* Ex Parte No. S58 (Sub-No. 12), Railroad Cost of Capital - 2008, served September 2S, 2009 

" Federal Reserve's web site is http://www.federalreserve.gOv/releases/H 15/data.htm. Select Treasury Constant 
Maturities, Nominal, 20-year, Annual. 

27 

http://www.federalreserve.gOv/releases/H


Table No. 13 
20-Year U.S. Treasury Bonds 1995 - 2009 

Year 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

Average 
Annual 
Rate 

6.95 % 

6.83 

6.69 

5.72 

6.20 

6.23 

5.63 

5.43 

4.96 

5.04 

4.64 

5.00 

4.91 

4.36 

4.11 

Source: Federal Reserve 

As can be seen in Table 13, the 4.11 percent average 2009 rate for 20-Year U.S. Treasury 

Bonds is the lowest figure in the fifteen-year period. Furthermore, based on the observation of 

interest rates listed in the Economic Report ofthe President, many long-term interest rates are 

near their lowest level since the mid-1960s.̂ ° 

Using the average yield to maturity in 2009 for a 20-year U.S. Treasury Bond, as directed 

in STB Ex Parte No. 558 (Sub No. 13), the CAPM's risk-free rate is 4.11 percent. 

20 Economic Report ofthe President 2010, TABLE B-12,.—Bond yields and interest rates, 1929-2009. 
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2. Market Risk Premium (MRP) 

In previous decisions, the STB has required that the market risk premium (a.k.a. equity 

risk premium) calculation begin with year 1926, which is a standard approach. The Standard & 

Poor's 500 Index is to be used as the representative ofthe market — also a standard approach. 

The STB's decision also stated that the "data are also available from a variety of commercial 

vendors, including Ibbotson." 

Since the Ibbotson Equity Risk Premium is well regarded and widely accepted, the 2009 

market risk premium from the Ibbotson SBBI2010 Valuation Yearbook published by Momingstar 

is used.̂ ' This is the same source used in the 2006 through 2008 decisions. Table 5-1 on page 54 

ofthe 2010 Ibbotson SBBI lists the Long-Horizon Equity Risk Premium that is based on the 

Standard & Poor's 500. The number is 6.67 percent, which I will use as the rate for the CAPM's 

market risk premium. 

3. Beta 

The STB Ex Parte No. 664 decision requires parties to calculate the CAPM's beta using a 

portfolio of weekly, merger-adjusted stock retums for the prior five years in the following 

equation: 

R - SRRF = Alpha + Beta (RM - SRRF) + E 

Where: 
R = merger-adjusted stock retums for the portfoHo of railroads;̂ ^ 
SSRF = short-mn risk-free rate represented by 3-mo. U.S. Treasury Bills; 
Alpha = constant term; 
Beta = coefficient ofsystematic, non-diversifiable risk; 
RM = retum for the market, represented by the S&P 500; and 
E = random error term. 

'̂ Ibbotson Associates is a wholly-owned subsidiary of Momingstar, Inc. "SBBI" stands for "Stoclcs, Bonds, 
Bills, and Inflation. 

^̂  Railroads must meet the screening criteria set forth in Railroad Cost of Capital - 1984. 
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In its Railroad Cost of Capital - 2006 decision, the STB clarified its beta calculation 

methodology. The STB noted that "[t]he proper way to arrive at the weekly portfolio change is to 

calculate the weekly stock percentage change for each firm, weighted by that firm's share ofthe 

industry as a whole." The STB also determined that the Standard & Poor's 500 Price Index, 

which is publicly available, should be used as a proxy for the Standard & Poor's 500 Total Retum 

Index, unless the Total Retum Index is made available to the public. 

Using the STB instmctions, the value for beta can be solved for using a linear regression. 

The railroad portfolio retum less the short-term risk free rate is the dependent variable, while the 

market retum less the risk free rate is the independent variable. The regression's random error 

term is unknown, the intercept is the Alpha, and the coefficient for the explanatory variable is the 

beta. 

The raw regression data set used in the AAR calculation is derived from publicly available 

data from web sites on the intemet (for further information, see the work papers). As instmcted, I 

have used weekly stock price data for the prior five years. The raw data consists of weekly 

observations from the last week of 2004 (Week 0) through the last week of 2009 (Week 261). 

The data set label variables identify the first day of trading during the week (typically Monday), 

but the close prices were for the last day of trading during the week. Week 1 in the regression 

data set is the week beginning Monday, January 3,2005. The last week, Week 261, began on 

Monday, December 28,2009. During that week, stock traded during 2009 for 4 ofthe 4 trading 

days, so it is included as part of 2009. Week 0 began on December 27, 2004, and it is not directly 

used in our regression for beta. The purpose of having a Week 0 is to be able to calculate the 
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rehim for Week 1. This enables a Week 1 retum to be included in the regression data set as 

clarified by the Board on page 7 ofits 2008 cost of capital decision.̂ '' 

Three categories of data are necessary for the raw regression data set. First, weekly stock 

prices for BNI, CSX, NSC, and UNP are downloaded from a free web site.̂ '̂ ̂ ^ The price data 

were downloaded during the first week of 2010, and are included in my work papers. Stock 

prices adjusted for dividends and splits are used as the regression's dependent variable, while 

prices that are only adjusted for splits are used for weighting.̂ ^ (I have adjusted shares 

outstanding and stock prices for splits for easier comparison to the dividend-adjusted prices. 

However, original shares outstanding used with original prices will achieve the same results when 

used for weighting purposes.) The price index values for Standard & Poor's 500 Price Index 

were also downloaded from the same web site. Second, stock shares outstanding, and an 

effective date, were gathered from each railroad's 10-Q and 10-K reports. The shares 

outstanding data were adjusted for stock splits, if necessary. For each railroad, a shares 

outstanding value is assigned to each week based upon the latest available 10-Q or 10-K 

submissions by that railroad to the Securities and Exchange Commission.̂ ^ The final piece of 

23 Ex Parte No. 558 (Sub-No. 12), served September 25, 2009. 

" The Burlington Northem Santa Fe Corporation has a stocic symbol of BNI, CSX Corporation is CSX, Norfolk 
Southem Corporation is NSC, and Union Pacific Corporation is UNP. 

^' The Yahoo! Finance web site was used. Go to http://fmance.vahoo.com/q/hp?s=BNI to start with the first raikoad 
(BNI). Select weekly data and a date range. 

'̂ ^The dividend-adjusted values may differ for a given week ifthe data are down-loaded at different times during the 
year, especially if dividends have been paid during the interim time. For example using the week beginning 
December 29, 2008: BNI close price is always S78.45, but the adjusted close was 78.45 for a January 7, 2009 
download - and it was S77.86 on a March 18, 2009 download. The difference appears to affect the fourth digit 
after the decimal for beta calculations. 

" For example, BNSF reported 371,220,104 shares outstanding as of October 24,2003 in its third quarter 2003 10-Q 
report, and 372,258,486 shares outstanding as of Febmary 2, 2004 in its 2003 10-K report. Therefore, the first 
five weeks were assigned 371,220,104 shares outstanding. Because week 6 (began Febmary 9) was the first full 
week after Febmary 2, it was assigned 372,258,486 shares outstanding. This methodology is consistent with the 
STB's Ex Parte No. 558 (Sub-No. 12) decision. 
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raw data is the rate for 3-Month U.S. Treasury Bills. These securities are also known as 13-Week 

Treasury Bills or 90-Day Treasury Bills. The Treasury Bill rates are acquired from the Federal 

Reserve web site, and the "download" is included in my work papers. 

SAS statistical software is used to mn the regression analysis to calculate beta, and to 

prepare the regression data set from the raw data. Prior to mnning the regression, the weekly 

stock percentage change for each railroad is calculated and weighted by that raihoad's share of 

the industry as a whole to create a composite railroad retum.^' Weekly retums are also calculated 

for the Standard & Poor's 500 Price Index (the proxy for the market as a whole). Each week's 

three-month Treasury Bill rate, which is the measure employed for the short-mn risk-free rate, is 

restated from an annual to a weekly rate to make it comparable to the weekly retums. The weekly 

Treasury Bill rates are then deducted from the composite railroad portfolio retums and market 

returns as was done in the two previous cost of capital submissions. The resulting regression data 

set has 261 observations (weeks 1 through 261), since week 0 ofthe raw data set was used only to 

calculate a retum for week 1. 

In all of our previous beta calculations, we have converted annual Treasury Bill rates to 

weekly rates using a method that accounts for compounding. We believe that accounting for 

compounding is the correct method, and note that another party agrees - the STB mentions in its 

2008 Cost of Capital decision that "(B)oth AAR and WCTL applied a compound interest 

equation...." The STB specified in its 2008 Cost of Capital 2008 decision on page 7 to simply 

divide the annual Treasury bill rates by 52 weeks. However, the resulting "weekly" rate, when 

multiplied times itself 52 times, will not equal the original annual rate like a weekly rate 

^̂  SAS Institute Inc., Gary, NG 

29 Since the weight needs to be the weight at the beginning ofthe week instead ofthe end ofthe week, data from the 
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calculated using the compound method. To comply with the STB, we have used their method to 

convert annual Treasury Bill rates to weekly rates. However, I have also calculated a beta using 

weekly Treasury Bill rates calculated using a compound method. 

The SAS General Linear Model procedure is used to calculate the regressions, with 

composite railroad retums less the short-mn risk-free rate as the dependent variable and the 

market retums less the short-mn risk-free rate as the independent variable. As a check against 

our beta calculations, spreadsheets have also been utilized to calculate the two betas, and the 

results matched the SAS calculations. As specified by the STB decisions, both regressions 

include an intercept. Appendix I contains a summary ofthe regressions using SAS. The 

spreadsheet versions are included in my work papers. 

The regression using the STB method for converting annual Treasiuy Bill rates to weekly 

rates resulted in a beta estimate of 1.091476, which rounds to 1.0915. The regression using a 

compound method for converting annual Treasury Bill rates to weekly rates resulted in a beta 

estimate of 1.091468, which also rounds to 1.0915. While it is tempting to dismiss the difference 

between the two Treasury Bill conversion methods as inconsequential to the resulting beta, we 

believe the Board may want to rethink their oversimplification and make a technical correction to 

their methodology. Our use, in the remaining portion ofthis statement, ofthe beta resulting from 

the STB's method for converting annual Treasury Bill rates to weekly rates, is not an 

endorsement ofthe STB's method. 

end ofthe previous period are used to represent the beginning ofthe current period. 
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hi my 2008 Cost of Capital statement, I said that "tiie 0.9338 Beta for 2008 is an 

aberration that will probably have a higher value in next year's cost of capital calculation."^" 

Indeed, the 2009 beta is higher than die 2008 estimate, and not far from 2007's value of 1.1027. 

We have evaluated our beta calculations by (1) comparing it to previous years and the 

expected direction of change, and (2) comparing the results of two independent calculations using 

data sets created independently. The resulting value of 1.0915 for beta, as calculated in our 

regression, is used as an input to the Capital Asset Pricing Model. 

4. Cost of Equity Using the CAPM 

A review ofthe Capital Asset Pricing Model (CAPM) is as follows: 

K = RF +Beta (MRP) 

Where K = the cost of equity for the portfolio of railroads, 
RF = the risk-free rate, 
MRP = the market's risk premium, and 
Beta = coefficient ofsystematic, non-diversifiable risk. 

Our CAPM used die methodology clarified by the STB in Ex Parte No. 558 (Sub-No. 12). 

Table 14 is a summary of our CAPM cost of common equity calculation, which resulted in an 

average 2009 cost of equity estimate for the composite railroad of 11.39 percent. 

"̂ Ex Parte No. 558 (Sub-No. 12), Railroad Cost of Capital - 2008, Comments ofthe Association of American 
Railroads and its Member Railroads, submitted April 20, 2009, Verified Statement of John T. Gray, page 31. 
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Table No. 14 
Cost of of Common Equity 

Using STB's Capital Asset Pricing Model 

Inputs to Model 
Risk-Free Rate 4 .11% From Table No. 13 
Martlet Risk Premium 6.67 % From SBBI, p.54 
Beta 1.0915 From Appendix I 

Calculation 
Risk-Free Rate 4 .11% Given 
Plus: Beta Adjusted Risk Premium 7.28 % Beta x Mkt. Risk Prem. 

CAPM Cost of Equity 11.39 % Risk-Free Rate + Prem. 

C. The Multi-Stage Discounted Cash Flow Model 

As stated earlier, there are several methods available to estimate the cost of equity. The 

Multi-Stage Discounted Cash Flow Model (MSDCF) is another model available. Using this 

model, the cost of equity is the discount rate that equates a firm's market value to the present 

value ofthe expected stream of free cash flow that is potentially available for distribution to 

equity investors. The multiple stage portion ofthe model accounts for the assumption that the 

firm will not experience a constant growth rate throughout its life. The STB, in Ex Parte No. 664 

(Sub No. 1), adopted the Momingstar/Ibbotson MSDCF model to use for estimating the cost of 

common equity capital. '̂ This model assumes that not all investor cash flows have to be in the 

form of dividends. Instead, investors benefit from regular dividends, special dividends, stock 

buybacks, or stock price appreciation. Major inputs to the model include cash flows, expected 

growth rates, and market values. An equation for this model can be found in my Appendix J. A 

•" The Momingstar/Ibbotson MSDCF model adopted by the Board in Ex Parte No. 664 (Sub-No.l) is a modified 
version that includes only the railroads that pass the screening criteria set forth in Railroad Cost of Capital -1984. 
1 I.C.G. 2d 989 (1985), for inclusion in the sample of railroads used for the annual cost of capital determination. 
See Ex Parte No. 664 (Sub-No.l), Use of a Multi-Stage Discounted Cash Flow Model in Determining the 
Railroad Industry' 's Cost of Capital, served January 28, 2009. 
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firm's present value as determined by the market is therefore equal to the some ofthe present 

value of three sets of cash flows. This is the same formula that appeared in the Appendix to the 

Board's decision in Ex Parte No. 664 (Sub-No. 1) served August 11,2008, and it is the same 

formula found in the AAR's submission for the 2008 cost of capital.̂ ^ 

1. Cash Flows 

The Momingstar/Ibbotson MSDCF model uses an initial cash flow and a terminal cash 

flow input as inputs. The initial cash flow is defined as income before extraordinary items minus 

capital expenditures plus depreciation plus deferred taxes. Income before extraordinary items 

(IBEI) is derived by deducting extraordinary items from net income. Thus, the model's formula 

for cash flows is as follows: 

CF = (Nl - EI) - CAPEX + DEP + DT 

Where CF = cash flow, 
NI = net income, 
EI = extraordinary items, 
CAPEX = capital expenditures, 
DEP = depreciation, and 
DT = deferred taxes. 

The Momingstar/Ibbotson MSDCF model utilizes five-year moving averages for each 

railroad. The years used in this case are 2005 through 2009. Following Ibbotson procedure, data 

for the most recent year are copied from each raihoad's annual 10-K report each year, while 

previous year data remain unchanged.̂ ^ The 10-K reports, which are filed with the Securities and 

Exchange Commission, are usually available each year around Febmary. In addition to the data 

^̂  Sec the Appendix in the verified statement of Dr. Bmce E. Stangle, wimess for the Association of American 
Railroads, in Ex Parte No. 558 (Sub-No. 12), submitted April 20, 2009.3 

See the work papers (Part 1) belonging to Dr. Bmce E. Stangle, witness for the Association of American Railroads, 
in Ex Parte No. 558 (Sub-No. 12), submitted April 20,2009. The source for each year of cash flow data is that 
year's 10-K report. 
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points listed above, sales (a.k.a. revenue) is used as part of a smoothing (or averaging) process. 

All data are retrieved from either the 10-K's income statement or statement of cash flows. Table 

15 illustrates the Momingstar/Ibbotson process to calculate an average cash flow. Revenue, Net 

Income, and Extraordinary Items are sourced from the Income Statement. Depreciation, Deferred 

Taxes, and Capital Expenditures are sourced from the Statement of Cash Flows. 

Table No. 15 
Example Cash Flow Calculations fbr CSX in 2009 

($ in millions) 

2005 2006 2007 2008 2009 Total 
Net Income $1,145 $1,310 $1,336 $1,365 $1,152 $6,308 

Less Extraord. Items 425 0 110 0 15 550 
Inc. Bef. Extraord. Items (+) $720 $1,310 $1,226 $1,365 $1,137 $5,758 
Capital Expenditures (-) $1,136 $1,639 $1,773 $1,740 $1,447 $7,735 
Depreciation (+) 833 867 890 918 908 4.416 
Defen^d Taxes (+) :46 42 272 435 436 1.139 

Cash Flow $371 $580 $615 $978 $1,034 $3,578 

Revenue (a.k.a. "Sales") $8,618 $9,566 $10,030 $11,255 $9,041 $48,510 

Ratio of Cash Flow to Sales (Smoothed Ibbotson-styie) = ($3,578 / $48,510) = 0.07376 
Initial Cash Fiow in 2009 (Smoothed Ibbotson-style) = (0.07376 x $9,041) = $666.85 

Ratio of IBEI to Sales (Smoothed Ibbotson-style) = ($5,758 / $48,510) = 0.11870 
Temiinal Cash Flow input (Smoothed Ibbotson-style) = (0.11870 x $9,041) = $1,073.14 

After the financial data are collected, they are combined (Total column in the example) 

into a five-year cash flow for the purpose of averaging or smoothing. The average cash flow for 

2009, which is the initial cash flow in the model, is calculated by multiplying revenue for 2009 

times the five-year average ratio of cash flow to revenue. In our example here, the model's input 

for the initial cash flow is $666.85 million. The ratio of cash flow to sales is calculated by 

dividing the five year total cash flow by the five year total revenue. 

The model's terminal cash flow value is based on the assumptions that in the third stage 

ofthe model, depreciation equals capital expenditures, and deferred taxes are zero. Therefore, the 
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depreciation and capital expenditures from the initial cash flow formula cancel each other, and 

deferred taxes are eliminated because they are zero. The remaining part ofthe equation for the 

model's terminal cash flow is income before extraordinary items (IBEI), which we calculate by 

subtracting extraordinary items from new income. In our Table 15 example, the model's input 

for the terminal cash flow is $1,073.14 million. The model's terminal cash flow input is 

calculated by multiplying revenue for 2009 times the five-year average ratio of income before 

extraordinary items to revenue. The ratio of income before extraordinary items to sales is 

calculated by dividing the five year income before extraordinary items by the five year total 

revenue. 

All cash flow calculations have been calculated using the same procedure used by the 

AAR for the previous cost of capital determination. Data sources (10-K reports) are also the 

same. The STB reviewed the AAR cash flow inputs in STB Ex Parte No. 558 (Sub-No. 12), and 

they were accepted. Appendix K contains the four railroad cash flow calculations for 2009. The 

pages from the 2009 10-K reports that were used as data sources for cash flows are included in 

my work papers. Data for prior years (2005-2008) used in this year's calculation, are unchanged 

from the 2008 submission. In any cases where a raihoad has restated the prior year's data, 

original data were still used in the model instead of revised data, following the Ibbotson 

procedure that was used in Dr. Stangle's 2008 cash flow calculations. 

2. Growth Rates 

The first stage ofthe Momingstar/Ibbotson MSDCF model applies to a period that is one 

to five years in the fiiture. The current year (2009) is considered to be year 0. In each year ofthe 

first stage, a firm's annual eamings growth rate is assumed to be the median value ofthe firm's 

three- to five-year growth estimates that are made by railroad industry analysts after the release of 
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tiie year-end financial statements. In Ex Parte No. 558 (Sub No. 12), the STB clarified their 

interpretation ofthe Momingstar/Ibbotson MSDCF model by specifying December 31 dates for 

growth rates, stock prices, and stock shares outstanding.̂ ^ Therefore, we have utilized growth 

rates available at the end of 2009. 

For many years, analyst growth rate estimates were collected, and distributed, by the 

Institutional Brokers Estimate System (a.k.a. IBES or I/B/E/S). In recent years, the IBES growth 

rates have been distiributed by Thomson Financial through its Thomson ONE Investment 

Management service. Although the term "IBES" is rarely used by Thomson, many users ofthe 

data still refer to these growth rates as "IBES" growth rates. Thomson Financial also distributes 

medians ofthe IBES growth rate estimates on a historical basis through its Thomson ONE 

Banker service. The median estimates provided through the Thomson ONE Banker service do 

not always reflect the full set of growth rate estimates. Therefore, I have utilized all estimates 

available from the Thomson ONE Investment Management service, and determined medians 

based on that data. These growth rates are described in the Thomson Financial Glossary as the 

expected annual increase in operating eamings over a company's next fiill business cycle. A 

worktable and the source data are included in Appendix L. Table 16 below lists the median 

growth rate estimates. 

^ STB Ex Parte No. SS8 (Sub-No. 12), Railroad Cost of Capital - 2008, served September 25, 2009. 
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Table No. 16 
2009 Thomson Median Growth Rate Estimates 

Stock Growth 
Company Symbol Rate 
Buriington Northem Santa Fe 
CSX Corporation 
Norfolk Southem Corporation 
Union Pacific Corporation 

A\ABrage 

BNI 
CSX 
NSC 
UNP 

12.00 % 
11.60 
12.00 
13.10 
12.18 

Thus, the median growth rate estimates have been retrieved using the same procedure and 

source used by the AAR last year, with a difference only in the month for which the growth rates 

were retrieved. In the AAR's submission for 2008, growth rates from March 31 were used in 

order to be consistent with the AAR's Ex Parte 664 (Sub- No. 1) filing and the 

Momingstar/Ibbotson model. To comply with the preference ofthe Board stated in its cost of 

capital decision for 2008, growth rates from the en<iof 2009 (see Appendix L) have been utilized. 

Each individual railroad's median growth rate is used in the first stage ofthe 

Momingstar/Ibbotson MSDCF model. 

The second stage ofthe Momingstar/Ibbotson MSDCF model applies to a period six to 

ten years in the fiiture. In this stage, the cash flows at the end of year five are assumed to grow at 

the simple (not weighted) average ofthe individual firm medians used in the first stage. In Table 

16, the average ofthe median growth rates is 12.18 percent. This is the growth rate that will be 

used for all railroads in the second stage of the Momingstar/Ibbotson MSDCF model. 

The third stage ofthe MSDCF model begins 11 years in the fiiture and continues in 

perpetuity. Starting in year 11, the firm's growth rate is assumed to be the long-run nominal 

growth rate ofthe aggregate U.S. economy. For 2009, the long-mn nominal growth rate used by 

Momingstar/Ibbotson is 5.8 percent, which is the sum ofthe long-mn expected growth in real 
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output (3.3 percent) and long-run expected inflation (2.6 percent).''̂  (Because of rounding, 

Ibbotson states that the sum of these two rates is 5.8 percent instead of 5.9 percent.) The 

Momingstar/Ibbotson long-mn growth rate was used and accepted in last year's filing, and I am 

using it here. 

3. Market Values 

The final inputs to the Momingstar/Ibbotson MSDCF model are the stock market values 

for the equity of each railroad. The market values serve two purposes. First, a firm's market 

value is a necessary part ofthe MSDCF model. As stated earlier, each railroad's cost of equity in 

the MSDCF model is determined by solving for the discount rate that equates a firm's market 

value to the present value ofthe expected stream of free cash flow that is potentially available for 

distribution to equity investors. The second need for market values is to determine weights for 

combining the model's cost of equity for each individual railroad into the composite railroad 

mandated by the Board. Thus, Table 17 below calculates the market value for each railroad, and it 

uses the market values to calculate weights. 

Table No. 17 
Market Value on December 31, 2009 

Market 
Stock Shares Value 

Company Price Outstanding ($mil) Weight 
BNI $98.62 340.435.006 $33,573.7 32.241 % 
CSX $48.49 392,558,925 19,035.2 18.279 
NSC $52.42 367,893,915 19,285.0 18.519 
UNP $63.90 504,549,218 32.240.7 30.961 

Total 1.605,437.064 $104,134.6 100.000% 

" Ibbotson SBBI, 2010 Valuation Yearbook, Market Results for Stocks. Bonds, Bills, and Inflation 1926-2009. 
Momingstar Inc., page 51. 
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As directed by the Board, I have used stock prices (from Yahoo Finance) for December 

31,2009, and shares outstanding from the 2009 Q3 10-Q reports (the latest information available 

prior to December 31) filed with the Securities and Exchange Commission. Market value is 

simply each firm's stock price multiplied by its shares outstanding, and weights are based on the 

market values. Appendix M contains the stock price pages as retrieved from Yahoo Finance, and 

it also contains the 10-Q pages used for shares outstanding. 

4. Cost of Equity Using the MSDCF Model 

The equation found in Appendix J provides the mathematical formula that is used to 

generate the three-stage DCF cost of equity estimates for each railroad. The left side ofthis 

equation is the market value ofthe firm in year 0. The right side ofthe equation is the discounted 

value ofthe cash flows from the three stages ofthe firm's expected future growth. Essentially, 

this equation is solved for each firm by simply testing discount rates (cost of equity) in an effort 

to find one that causes the sum ofthe present values ofthe cash flows for the three stages to be 

equal to the market value at year 0. An iterative process can be used to narrow down the possible 

solutions to the ultimate answer, or Microsoft Excel's Solver fimction can be used to automate 

die process.̂ ^ 

Applying the methods described above, I have calculated a cost of equity for each ofthe 

four railroads specified using a spreadsheet similar to the one utilized in the 2008 filing. Using 

an initial cash flow, an input for calculating the terminal cash flow, growth rates for each ofthe 

three stages, and a market value effective December 31,1 have solved for the discount rate (cost 

of equity) that causes the sum ofthe present values of cash flows for each stage to equal the 

^̂  A commonly used Excel user's manual describes the Solver function as follows: "Solver is an Excel add-in that 
goes several steps fiirther than goal seeking. It uses the same basic trial-and-error approach (known to scientific 
types as an iterative approach), but it's dramatically more intelligent than goal seeking." See Matthew McDonald, 
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firm's inarket value. My spreadsheet is displayed in Appendix N. Table 18 below shows the 

MSDCF estimate for each ofthe four raihoads. In the same table, I have also calculated an 

MSDCF cost of common equity (using weights from Table 17 and the mdividual railroad cost of 

equities) for the composite railroad, which is the current cost of equity for this model. Thus, the 

MSDCF produces a cost of equity of 13.46 percent for 2009, which is 2.49 percentage points 

lower than the cost found by the Board for this model in the 2008 determination. 

Table No. 18 
Cost of Equity Using STB's Ibbotson MSDCF 

Cost 
of Weighted 

Company Weight Equity Calculation 
BNI 32.24% 
CSX 18.28% 
NSC 18.52% 
UNP 30.96% 

Total 100.00% 

13.10 % 
13.46 
14.83 
13.02 

Weighted Current Cost of Equity 

4.22 
2.46 
2.75 
4.03 

13.46 % 

D. Conclusion as to the Cost of Common Equity Capital 

In the STB's Ex Parte No. 558 (Sub-No. 13) decision served March 29,2010, die Board 

specified that it will use a "methodology followed in Railroad Cost of Capital - 2008", which 

means that a simple average ofthe estimates produced by the CAPM adopted in STB Ex Parte 

No. 664 and the Momingstar/Ibbotson Multi-Stage DCF Model specified in STB Ex Parte 664 

(Sub No. 1) should be used. Table 19 contains the cost of equity estimated by each model, and a 

simple average ofthe estimates. The cost of common equity for 2009 is 12.43 percent, and this is 

a decrease of 0.74 percentage points from the 2008 cost of equity of 13.17 percent. 

Excel: The Missing Manual, O'Reilly Media, 2005, p. 519. 
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Table No. 19 
Cost of of Common Equity Capital 

Model 
Capital Asset Pricing Model 11.39 % From Table No. 14 
Multi-stage Discounted Cash Flow 13.46 From Table No. 18 
Cost of Common Equity 12.43% A\«rage 

E. BNSF Share Prices and the Cost of Common Equity Capital 

On November 3,2009, Berkshire Hathaway and Burlington Northem Santa Fe announced 

a definitive agreement for Berkshire Hathaway to acquire, for $100 per share in cash and stock, 

the remaining 77.4 percent of outstanding BNI stock not currently owned by Berkshire 

Hathaway.̂ ^ (BNSF Railway is the raihoad, Burlington Northem Santa Fe Corporation is the 

railroad holding company, and BNI is the stock market ticker symbol for the company - the three 

are used interchangeably herein.) The purchase price constituted a roughly 30% increase over the 

previous BNI closing share price.̂ * Although the Berkshire Hathaway offer was for $100 per 

share, the transaction was not approved by Burlington Northem Santa Fe shareholders until 

February 11,2010, and BNI stock tiraded in the high $90s for ttie remainder of 2009." The 

transaction was finalized on Febmary 12,2010.̂ ° 

In its request for comment regarding how the change in BNSF's share prices "should be 

considered for purposes of calculating the raihoad industry's 2009 cost of common equity 

capital", ttie Board is apparently concemed about whether the Berkshire Hathaway offer to 

acquire BNI shares at a price approximately 30% higher than the previous closing price should be 

'^ See Berkshire Hathaway/BNSF Press Release dated November 3, 2009 in Appendix O. 
^̂  Weekly stock prices for BNI can be found in Appendix H, page 1. 
^' See BNSF News Release dated February 11, 2010 in Appendix O. 
'*" See Berkshire Hathaway News Release dated February 12, 2010 in Appendix O. 
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viewed as somehow having the potential to skew the railroad cost of common equity calculation 

for this period.'*' The Board's concem is unwarranted. 

By its very nature, the price offered and accepted for an asset in the marketplace is the 

market price. The fact that a price paid to consummate a sale may be above (or below) some 

previous market level is of littie, if any, relevance. (Interestingly, the $100 price offered by 

Berkshire Hathaway is below the BNI closing high of $114.56, achieved on June 5,2008.) 

Investors base their investment decisions on the expectations for achieving a reasonable 

retum on the various investment opportunities available to them commensurate with the risk 

involved. The investment outlook hinges on the potential return that can be generated and the 

probability of realizing that retum. For any given transaction, different bidders will typically 

proffer divergent purchase prices. The variance among these price proposals is influenced, in 

part, by the perceived value ofthe purchase to the potential purchaser. What is an adequate, 

appropriate, or acceptable price can only be determined by the facts and circumstances pertaining 

to the economic interests and expectations ofthe parties involved. 

lfa railroad is purchased at a so-called "premium" share price, it is because the benefits of 

that purchase are anticipated to produce an acceptable retum commensurate with the risks 

involved to the purchasing entity (i.e., Berkshire Hathaway) over its investment horizon. Simply 

put, the price paid by Berkshire Hathaway for BNI common equity is the price that Berkshire 

Hathaway believes the shares are worth in the marketplace based on its evaluation of expected 

retums and commensurate risks. The "higher" price paid by Berkshire Hathaway (or lower, if 

compared to portions of 2008) is thus the reasonable market price as perceived by Berkshire 

Hathaway. The price of BNI shares was not artificially skewed by Berkshire Hathaway's 

"' See Ex Parte No. 558 (Sub-No. 13), Railroad Cost of Capital-2009, served March 30, 2010. 
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November 3,2009 acquisition proposal, and there is no basis for the Board to make any 

adjustments for the changes in BNI share price for the period November through December 2009 

in calculating the rail industry's cost of common equity for 2009. 

If one were still considering "bending" basic economic principals, there are a few 

additional points to consider. 

• As mentioned earlier, the $100 per share price offered by Berkshire Hathaway for 

BNI shares in November 2009 is less than the weekly closing price of BNSF's 

common equity shares for a significant portion of 2008. An easy way to check the 

weekly BNI stock prices is to look on page 1 of Appendix H of my statement in 

last year's (2008) cost of capital submission. This suggests that Berkshire 

Hathaway was looking beyond the near-term U.S. economic horizon and evaluated 

the BNSF acquisition in November 2009 as a timely opportunity for a favorable 

long-term investment at what it considered a reasonable market price that BNSF 

would find acceptable. 

• Berkshire Hathaway was an experienced investor in the railroad industry, already 

owning over 20 percent of BNI stock plus stock in other raihoad companies. This 

experience may have enabled it to better appraise the value of BNI stock, and to 

recognize an opportunity to purchase an undervalued property. 

• Two railroads had percentage changes in stock prices for 2009 (beginning to end) 

that were higher than that for BNI including its "premium". This can be observed 

in my Appendix H weekly stock prices. 

• "Freezing" stock prices for BNI to pre-November levels as part ofthe cost of 

capital calculation, would affect the market value for common equity, the Capital 

46 



Asset Pricing Model's beta, and the Multi-Stage Discounted Cash Flow model. 

One could not adjust one without adjusting the others. 

• In the Board's December 12,1996 decision instituting Ex Parte No. 558, Railroad 

Cost of Capital—1996, STB Vice Chairman Owen requested comment (in the 

context of ongoing bidding between CSX and Norfolk Southem for the acquisition 

of Conraii), on whether payment of a "substantial premium above market price" 

for a carrier may adversely affect the cost of capital calculation.̂ ^ In its comments, 

the AAR pointed out, as it does here, that offers to purchase a railroad entity at a 

"premium" price simply reflect the purchaser's estimate ofthe market value ofthe 

entity sought to be purchased, and that the use of common equity prices resulting 

from such purchase offers does not skew the cost of capital calculation.''̂  The 

price with a so-called "premium" is the market price. The Board apparentiy 

agreed, and no adjustments were made to the stock prices for Conraii.̂ '' 

V. Preferred Equity Capital in 2009 

Like 2003 through 2008, no preferred stock issues were outstanding at the end of 2009 for 

the railroad companies comprising the railroad composite sample. The Class I railroad Kansas 

City Southem has preferred stock outstanding, but it does not meet the selection criteria for the 

composite railroad (see Table 1) because it does not pay dividends on its common stock - and 

*̂  For convenience, I have included this decision (served December 12, 1996) in Appendix O. Owen mentions the 
"substantial premium" at the bottom ofthe decision's second page, which is page 9 of Appendix O. 
*•* I have included in my Appendix O two pages from Craig Rockey's verified statement for the Association of 
American Railroads, Ex Parte No. 558, Railroad Cost of Capital 1996, submitted March 19, 1997. 
^ Ex Parte No. 558, Railroad Cost of Capital 1996, served July 16, 1997. 
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does not have a sufficient rating on its debt. Therefore, no cost for preferred equity capital has 

been calculated, and the market value for preferred equity capital is zero. 

VI. The Overall Cost of Capital In 2009 

A. Determination of Market Value Weights 

As shown in Tables 8 and 12, the average market value ofdebt and common equity are 

$34,317.9 million and $83,349.9 million, respectively. More market value detail is provided in 

Appendix E and Appendix H. As mentioned in Section V, Preferred Equity Capital in 2009, the 

sample railroad companies had no preferred stock issues outstanding at the end of 2009. 

Therefore, preferred equity capital is given no weight in the overall cost of capital, and no cost is 

calculated. The figure for the market value ofdebt includes market values of bonds, notes, 

debentures, equipment trust certificates, and conditional sales agreements. Other debt and 

capitalized leases are included at their book value, because market values are difficult to 

determine (in some instances book values correspond to market values) and because these other 

instmments are a minimal portion of all railroad debt. Based on these calculations, the 2009 

market value weights for debt and common equity are 29.10 percent and 70.90 percent, 

respectively. Table 20 contains the weights computation and a comparison to the previous year. 

Table No. 20 
Capital Structure and Weights 

2009 2008 
Market Capital Market Capital 

Source Value Structure Value Structure 
Table (mil) Weight (mil) Weight 

Debt 8 $34,217.9 29.10% $29,805.8 21.54% 
Common Equity 12 83,349.9 70.90 108,575.0 78.46 
Preferred Equity (Text) 0.0 0.00 0.0 0.00 

Total $117,567.8 100.00% $138,380.8 100.00% 
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These figures are show an increase in the weight for debt, caused by a combination of a 

15 percent increase in the market value ofdebt and a 23 percent drop in the market value of 

equity that coincided with the general "plunge" in the stock market. The 2009 capital stmcture is 

not much different for the stmcture found by the Interstate Commerce Commission for 1983 and 

the Surface Transportation Board for 1997. 

B. The Overall Cost of Capital 

Muhiplying the cost ofdebt, the cost of common equity capital, and the cost of preferred 

equity capital, by their respective market value proportions, results in a 2009 overall cost of 

capital of 10.47 percent, as shown in Table 21. This is lower than the 11.75 percent cost of 

capital decided for 2008 because: (1) costs for debt and costs for equity are lower in 2009; and (2) 

the 2009 capital stracture has a higher weight for debt, which has a lower cost than equity. 

Table No. 21 
Weighted Current Cost of Capital 

Capital 
Source Structure Current 
Table Weight Cost 

Debt 11 
Common Equity 19 
Preferred Equity (Text) 

29.10 % 
70.90 
0.00 

Total 100.00 % 

Weighted Current Cost of Capital 

5.72 % 
12.43 

n/a 

10.47 % 

VII. Qualifications of John T. Gray 

My name is John T. Gray. I am Senior Vice President — Policy and Economics for the 

Association of American Railroads (AAR), with offices located at 425 Third Street SW, Suite 

1000, Washington, D.C. 20024. Among other responsibilities, my duties include the collection, 

analysis, and presentation of economic data related to railroads and their economic environment. 
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One of my principal duties is conducting and supervising economic, financial, statistical and cost 

studies dealing with various aspects ofthe rail industry. 

Prior to joining the AAR, I worked for Union Pacific Railroad where my most recent 

position was as Executive Director, responsible for the commercial relationship with other 

transportation carriers and ports, and for strategic policy analysis on issues involving regulatory 

proposals, legislation and potential litigation. I have also held marketing, planning, and operating 

positions with other railroads including the Southem Pacific, the Burlington Northem and the 

Alaska Railroad. I began my railroad career at Atchison, Topeka, and Santa Fe in their cost 

analysis organization. Additionally, I have also worked for ARCO Alaska. 

At Southem Pacific, I was responsible for network planning, analysis, and management, 

as well as the company's cost analysis organization. I provided testimony on behalf of Southem 

Pacific regarding the economic impact to the company ofthe proposed combination ofthe 

Chicago and North Westem Transportation Company with Union Pacific Railroad. Later, I 

provided extensive testimony on the economic position of Southem Pacific during the STB's 

review ofthe merger application for Union Pacific and Southem Pacific. 

1 hold both a Bachelors and Masters degree in Civil Engineering from Tulane University 

and did post-graduate work in mathematical modeling of transportation networks and rail cost 

systems at Northwestern University. I have also served on the faculty at the University of Alaska, 

where my work included network modeling and research conceming the interrelationship of 

transportation and economic development. 
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VERIFICATION 

WASHINGTON, D.C. ) 
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I, John T. Gray, being duly swom, state that I have read the 

foregoing statement, that I know its contents, and that those contents 
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Railroad Cost of Capital - 2009 Appendix A 

Appendix A 
Bonds, Notes and Debentures 

Summaries 

Burlington Northern & Santa Fe Corporation A-1 

CSX Corporation A-4 

Norfolk Southern Corporation A-7 

Union Pacific Corporation A-10 

Individual Bonds, Notes, and Debentures 

Burlington Northern & Santa Fe Corporation A-13 

CSX Corporation A-38 

Norfolk Southern Corporation A-48 

Union Pacific Corporation A-59 

Association of American Railroads 
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î  
Q S QZ Q£ 1 



Burlington Northern Santa Fe Corporation 

Appendix A Page 13 of 73 

Type: 
Description: 
CUSiP: 
Coupon Rate: 
IVIaturity Date: 
Amount Outstanding ($ 000) 
•Months Outstanding 

Note 
MTN00005 
1218gQAB6 
6.530% 
7/15/37 
$170,100 
12 

[End of IVIonth 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
91.596 
91.710 
94.583 
90.070 
94.480 

104.907 
108.281 
110.019 
114.568 
108.968 
109.836 
106.675 

102.141 

Yieid 
7.23 % 
7.21 
6.96 
7.36 
6.97 
6.15 
5.92 
5.80 
5.50 
5.87 
5.81 
6.03 

6.40 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 14 of 73 

Type: 
Description: 
CUSiP: 
Coupon Rate: 
Maturity Date: 

Note 
MTN00014 
12189TAT1 
6.750% 
7/15/11 

Amount Outstanding ($ 000) $400,000 
iVIonths Outstanding 12 

lEnd of iMonth 
January 
February 
Marcli 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
104.333 
105.743 
105.462 
105.195 
107.128 
107.452 
108.186 
108.079 
108.827 
108.658 
108.718 
108.352 

107.178 

Yieid i 
4.85 % 
4.19 
4.21 
4.25 
3.25 
2.96 
2.43 
2.31 
1.72 
1.59 
1.30 
1.45 

2.88 % 

Source: Standard & Poor's XpressFeed - Bond Pacl<age 



Burlington Northern Santa Fe Corporation 

Appendix A Page 15 of 73 

Type: 
Description: 
CUSiP: 
Coupon Rate: 
IVIaturity Date: 
Amount Outstanding ($ 000) 
IVIonths Outstanding 

Note 
MTN00015 
12189TAU8 
5.900% 
7/1/12 
$300,000 
12.0 

iEnd of Month. 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
101.242 
105.040 
104.417 
104.025 
104.731 
105.900 
108.553 
108.651 
108.552 
109.189 
110.044 
109.374 

106.643 

Yield 1 
5.49 % 
4.26 
4.42 
4.52 
4.24 
3.80 
2.82 
2.70 
2.65 
2.32 
1.90 
2.12 

3.44 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 16 of 73 

Type: 
Description: 
CUSiP: 
Coupon Rate: 
Maturity Date: 

Note 
MTN00016 
12189TAV6 
4.300% 
7/1/13 

Amount Outstanding ($ 000) $250,000 
Months Outstanding 12.0 

:End of Month 
January 
Febmary 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
95.883 
95.615 
96.826 
97.068 
98.893 
99.963 

101.445 
103.227 
104.341 
104.118 
106.910 
105.943 

100.853 

Yieid ! 
5.35 % 
5.44 
5.13 
5.08 
4.59 
4.31 
3.89 
3.39 
3.06 
3.10 
2.28 
2.54 

4.01 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 17 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Note 
MTN00017 
12189TAW4 
4.875% 
1/15/15 

Amount Outstanding ($ 000) $250,000 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
94.076 
92.280 
94.269 
94.484 
99.348 

101.210 
102.799 
103.209 
105.034 
105.584 
107.368 
106.209 

100.489 

Yield 
6.07 % 
6.47 
6.06 
6.02 
5.00 
4.62 
4.29 
4.20 
3.81 
3.68 
3.29 
3.53 

4.75 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 18 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debenture 
DEB00004 
12189TAA2 
7.000% 
12/15/25 

Amount Outstanding ($ 000) $350,000 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
97.577 
99.887 

101.465 
101.365 
102.264 
102.454 
106.967 
113.892 
116.760 
114.264 
115.494 
112.969 

107.113 

Yield 1 
7.24 % 
7.01 
6.84 
6.85 
6.76 
6.75 
6.31 
5.68 
5.43 
5.64 
5.53 
5.75 

6.32 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 19 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debenture 
DEB00005 
12189TAB0 
6.875% 
2/15/16 

Amount Outstanding ($ 000) $175,000 
Months Outstanding 12 

End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
105.105 
102.634 
104.686 
104.361 
104.826 
106.283 
108.181 
111.852 
113.548 
113.361 
115.643 
114.208 

108.724 

Yield 
5.97 % 
6.39 
6.03 
6.07 
5.98 
5.72 
5.37 
4.72 
4.41 
4.41 
4.00 
4.23 

5.28 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 20 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debenture 
DEB00006 
12189TAD6 
7.290% 
6/1/36 

Amount Outstanding ($ 000) $199,000 
Months Outstanding 12 

End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
98.357 

101.774 
103.739 
104.240 
106.666 
109.159 
115.018 
119.644 
121.175 
120.216 
118.511 
115.241 

111.145 

Yield 
7.43 % 
7.14 
6.97 
6.93 
6.75 
6.56 
6.14 
5.83 
5.73 
5.79 
5.90 
6.12 

6.44 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Burlington Northern Santa Fe Corporation 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Debenture 
DEB00007 
12189TAF1 
7.250% 
8/1/97 
$200,000 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
96.031 
96.149 
98.227 
95.510 
96.657 
96.922 
99.451 

109.807 
112.343 
109.142 
110.974 
107.373 

102.382 

' 

' 

Yield' '• 
7.55 % 
7.54 
7.37 
7.58 
7.49 
7.47 
7.29 
6.60 
6.45 
6.64 
6.52 
6.74 

7.10 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 22 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Debenture 
DEB00008 
12189TAG9 
6.875% 
12/1/27 
$200,000 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
95.184 
97.572 
93.383 
98.196 

100.155 
100.354 
105.961 
110.200 
113.173 
112.054 
113.359 
110.714 

104.192 

Yield 
7.34 % 
7.10 
7.53 
7.04 
6.86 
6.84 
6.32 
5.95 
5.70 
5.79 
5.68 
5.90 

6.50 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 23 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Debenture 
DEB00009 
12189TAJ3 
6.700% 
8/1/28 
$200,000 
12 

[End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
93.321 
95.711 
97.350 
97.252 
99.242 

104.284 
106.459 
109.882 
111.689 
110.556 
111.880 
109.202 

103.902 

- Yield 1 
7.34 % 
7.10 
6.95 
6.95 
6.76 
6.31 
6.12 
5.83 
5.68 
5.77 
5.66 
5.88 

6.36 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 24 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debenture 
DEB00010 
12189TAN4 
6.750% 
3/15/29 

Amount Outstanding ($ 000) $200,000 
Months Outstanding 12 

End of Month 
January 
Febaiary 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
93.737 
96.183 
97.854 
97.747 
99.770 
99.987 

108.328 
111.893 
113.772 
109.847 
109.944 
107.295 

103.863 

Yield 
7.34 % 
7.10 
6.94 
6.95 
6.77 
6.74 
6.02 
5.73 
5.58 
5.89 
5.88 
6.10 

6.42 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 25 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debenture 
DEB00011 
12189TAK0 
7.082% 
5/13/29 

Amount Outstanding ($ 000) $200,000 
Months Outstanding 12 

jEnd of Month r 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
96.165 
99.159 

100.867 
100.766 
102.827 
103.035 
110.688 
114.283 
116.182 
114.991 
114.191 
111.448 

107.050 

Yield 1 
7.44 % 
7.15 
6.99 
7.00 
6.82 
6.80 
6.14 
5.85 
5.70 
5.79 
5.85 
6.07 

6.47 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 26 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Debenture 
DEB00012 
12189TAQ7 
8.125% 
4/15/20 
$200,000 
12 

IEnd of Month. 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
108.293 
110.288 
109.837 
110.106 
112.762 
112.270 
116.582 
119.550 
119.966 
119.150 
124.022 
121.469 

115.358 

' Yield 
7.04 % 
6.79 
6.84 
6.80 
6.47 
6.52 
6.00 
5.65 
5.59 
5.67 
5.11 
5.39 

6.16 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 

Appendix A Page 27 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Debenture 
DEB00013 
12189TAR5 
7.950% 
8/15/30 
$275,000 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
106.097 
109.989 
109.379 
109.826 
112.070 
117.672 
121.211 
125.166 
127.241 
126.610 
127.559 
124.434 

118.105 

Yield 1 
7.37 % 
7.04 
7.09 
7.05 
6.86 
6.41 
6.14 
5.85 
5.70 
5.74 
5.67 
5.89 

6.40 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Burlington Northern Santa Fe Corporation 

M Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Debenture 
DEB00014 
12189TAX2 
6.200% 
8/15/36 
$300,000 
12 

End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
88.305 
90.745 
91.202 
92.356 
94.005 

101.844 
103.750 
110.527 
112.032 
107.971 
110.477 
107.235 

100.871 

Yield ! 
7.17 % 
6.95 
6.91 
6.81 
6.67 
6.05 
5.91 
5.45 
5.35 
5.62 
5.45 
5.67 

6.17 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Debenture 
DEB00015 
12189TAY0 
5.650% 
5/1/17 
$650,000 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
97.171 
96.201 
98.406 
97.003 
98.488 

102.065 
104.690 
106.135 
107.594 
107.372 
109.537 
107.664 

102.694 

Yield 
6.09 % 
6.25 
5.90 
6.13 
5.89 
5.32 
4.91 
4.69 
4.46 
4.48 
4.14 
4.41 

5.22 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debenture 
DEB00016 
12189TAZ7 
6.150% 
5/1/37 

Amount Outstanding ($ 000) $650,000 
Months Outstanding 12 

End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
89.809 
91.651 
91.780 
92.496 
95.142 
99.857 

103.104 
110.238 
110.996 
109.309 
110.659 
107.357 

101.033 

Yield 1 
6.97 % 
6.81 
6.80 
6.75 
6.52 
6.16 
5.92 
5.43 
5.38 
5.49 
5.40 
5.62 

6.10 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debenture 
DBN00001 
121897WQ1 
8.750% 
2/25/22 

Amount Outstanding ($ 000) $200,000 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
114.441 
116.725 
120.018 
120.314 
120.428 
119.850 
127.081 
130.663 
131.144 
130.143 
132.784 
129.763 

124.446 

Yield 1 
7.04 % 
6.79 
6.44 
6.40 
6.38 
6.43 
5.70 
5.35 
5.29 
5.37 
5.11 
5.39 

5.97 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Burlington Northern Santa Fe Corporation 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Mortgage 
MTB00002 Ser K 
121899CD8 
6.550% 
1/1/20 
$3,978 
12 

[End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
Not Traded 
Not Traded 
Not Traded 
Not Traded 
Not Traded 
Not Traded 
Not Traded 
Not Traded 
Not Traded 
Not Traded 

99.412 
97.853 

98.633 

Yield 1 
- % 
-
-
-
-
-
-
-
-
-

6.62 
6.84 

6.73 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Burlington Northern Santa Fe Corporation 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Mortgage 
MTB00003 Ser L 
121899CC0 
3.800% 
1/1/20 
$6,195 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
79.850 
79.850 
79.850 
79.850 
79.850 
84.500 
83.750 
85.750 
85.750 
85.750 
85.750 
85.750 

83.021 

- Yield 
6.39 % 
6.41 
6.42 
6.44 
6.46 
5.79 
5.91 
5.63 
5.65 
5.66 
5.68 
5.69 

6.01 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Burlington Northern Santa Fe Corporation 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Mortgage 
MTB00004 Ser M 
121899CH9 
3.200% 
1/1/45 
$12,998 
12 

•End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
Not Traded 
Not Traded 
Not Traded 
Not Traded 

45.000 
48.000 
48.000 
48.000 
53.000 
53.000 
51.791 
50.115 

49.613 

Yield 1 
- % 
-
-
-

7.78 
7.33 
7.34 
7.34 
6.68 
6.69 
6.84 
7.06 

7.13 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Appendix A Page 35 of 73 

Buriington Northern Santa Fe Corporation 

I S Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Mortgage 
MTB00005 Ser N 
121899CF3 
8.150% 
1/1/20 
$2,506 
12 

End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
Not Traded 
.Not Traded 

114.000 
114.000 
114.000 
116.850 
116.850 
114.000 
114.000 
114.000 
102.212 
100.695 

112.061 

Yield 
- % 
-

6.33 
6.32 
6.32 
5.96 
5.95 
6.28 
6.28 
6.26 
7.82 
8.04 

6.56 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Burlington Northern Santa Fe Corporation 

M Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Mortgage 
MTB00006SerO 
121899CE6 
6.550% 
1/1/20 

Amount Outstanding ($ 000) $15,378 
Months Outstanding 12 

IEnd of Month . 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
Not Traded 
Not Traded 

95.000 
101.750 
100.000 
100.000 
103.500 
102.500 
102.500 
102.500 
99.412 
97.853 

100.502 

Yield. 
- % 
-

7.22 
6.32 
6.54 
6.55 
6.09 
6.21 
6.21 
6.21 
6.62 
6.84 

6.48 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Mortgage 
MIB00010NPGLB 
665585JP1 
3.000% 
1/1/47 
$34,479 
12 

IEnd of Month 
January 
Febmary 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
41.000 
41.000 
41.000 
41.000 
50.000 
50.000 
50.000 
50.000 
50.000 
50.000 
50.000 
50.000 

47.000 

Yieid 1 
7.94 % 
7.94 
7.95 
7.95 
6.62 
6.62 
6.63 
6.63 
6.63 
6.64 
6.64 
6.64 

7.07 % 

Source: Standard & Poor's XpressFeed - Bond Package 



CSX Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Note 
CSX Corp. 
126408AP8 
6.750% 
3/15/11 

Amount Outstanding ($ 000) $500,000 
Months Outstanding 12 

End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
100.570 
100.459 
100.639 
102.848 
104.671 
104.976 
105.107 
106.222 
107.024 
106.392 
106.526 
106.296 

104.311 

Yield 
6.45 % 
6.50 
6.39 
5.13 
4.02 
3.71 
3.48 
2.59 
1.84 
2.01 
1.62 
1.71 

3.79 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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CSX Corporation 

M Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Note 
CSX Corp. 
126408GB3 
6.300% 
3/15/12 
$400,000 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
99.883 
97.935 
98.643 

100.068 
103.189 
102.734 
103.816 
107.061 
108.520 
108.170 
109.579 
109.020 

104.052 

. 

Yield 1 
6.33 % 
7.06 
6.81 
6.27 
5.05 
5.20 
4.73 
3.37 
2.69 
2.72 
2.00 
2.20 

4.54 % 

Source: Standard & Poor's XpressFeed - Bond Package 



CSX Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Note 
CSX Corp. 
126408GF4 
5.300% 
2/15/14 

Amount Outstanding ($ 000) $200,000 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
93.037 
92.243 
93.550 
96.158 
97.359 

100.929 
102.543 
104.668 
104.865 
104.981 
106.006 
105.035 

100.115 

Yield 1 
6.96 % 
7.18 
6.87 
6.23 
5.94 
5.07 
4.67 
4.14 
4.07 
4.02 
3.74 
3.98 

5.24 % 

Source: Standard & Poor's XpressFeed - Bond Package 



CSX Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Note 
CSX Corp. 
126408GJ6 
5.600% 
5/1/17 
$300,000 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
86.301 
84.003 
84.119 
91.428 
91.935 
97.387 

100.910 
103.153 
104.852 
104.596 
107.503 
105.290 

96.790 

Yield I 
7.88 % 
8.33 
8.33 
7.01 
6.93 
6.02 
5.45 
5.09 
4.82 
4.86 
4.40 
4.74 

6.16 % 

Source: Standard & Poor's XpressFeed - Bond Package 



CSX Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debenture 
CSX Corp. 
126408 AQ6 
8.100% 
9/15/22 

Amount Outstanding ($ 000) $93,591 
Months Outstanding 12 

End of Month -
January 
Febmary 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

•v Price 
99.336 
97.361 
96.513 

101.041 
105.232 
111.004 
115.697 
117.404 
118.512 
118.827 
121.361 
118.530 

110.068 

Yield 
8.17 % 
8.42 
8.54 
7.97 
7.47 
6.82 
6.32 
6.14 
6.02 
5.98 
5.72 
6.00 

6.96 % 

Source: Standard & Poor's XpressFeed - Bond Package 



CSX Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debenture 
CSX Corp. 
126408AM5 
8.625% 
5/15/22 

Amount Outstanding ($ 000) $115,712 
Months Outstanding 12 

End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
103.543 
101.514 
100.647 
105.245 
109.473 
115.278 
119.986 
121.681 
122.780 
123.089 
125.615 
122.765 

114.301 

Yield 
8.18 % 
8.43 
8.53 
7.97 
7.47 
6.82 
6.32 
6.14 
6.02 
5.98 
5.72 
6.00 

6.97 % 

Source: Standard & Poor's XpressFeed - Bond Package 



CSX Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Med Term Notes 
CSX Corp. 
12641LBU6 
6.800% 
12/1/28 

Amount Outstanding ($ 000) $200,000 
Months Outstanding 12 

End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
82.832 
82.047 
79.408 
83.996 
90.525 
97.061 

102.044 
106.793 
108.667 
107.821 
109.115 
106.522 

96.403 

Yield 1 
8.61 % 
8.71 
9.05 
8.48 
7.74 
7.08 
6.61 
6.19 
6.03 
6.10 
5.99 
6.21 

7.23 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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CSX Corporation 

^ Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000 
Months Outstanding 

Med Term Notes 
CSX Corp. 
126408GH0 
6.000% 
10/1/36 
$400,000 
12 

IEnd of Month 
January 
Febmary 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
75.199 
72.887 
70.235 
75.263 
80.902 
90.583 
94.379 
97.770 

103.127 
100.794 
102.008 
99.068 

88.518 

Yield 1 
8.29 % 
8.57 
8.91 
8.29 
7.67 
6.75 
6.43 
6.16 
5.77 
5.94 
5.85 
6.07 

7.06 % 

Source: Standard & Poor's XpressFeed - Bond Package 



CSX Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Note 
CSX Corp. 
126408GK3 
6.150% 
5/1/37 

Amount Outstanding ($ 000) $700,000 
Months Outstanding 12 

,End of Month 
January 
Febmary 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
76.251 
73.340 
70.692 
79.448 
81.529 
92.973 
97.522 

101.595 
105.924 
103.797 
104.628 
101.592 

90.774 

Yield 
8.34 % 
8.69 
9.03 
7.99 
7.77 
6.70 
6.33 
6.03 
5.72 
5.87 
5.81 
6.02 

7.03 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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CSX Corporation 

^ Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Note 
CSXT - Conrall 
209864AT4 
9.750% 
6/15/20 

Amount Outstanding ($ 000) $227.171 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
109.789 
106.735 
103.868 
106.821 
114.913 
114.399 
121.509 
135.182 
135.871 
134.862 
136.533 
133.760 

121.187 

Yield 1 
8.39 % 
8.79 
9.18 
8.77 
7.71 
7.77 
6.90 
5.40 
5.31 
5.39 
5.20 
5.48 

7.02 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Norfolk Southern Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debenture 
Conraii 
209864AT4 
9.750% 
6/15/20 

Amount Outstanding ($ 000) $313,741 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
109.789 
106.735 
103.868 
106.821 
114.913 
114.399 
121.509 
135.182 
135.871 
134.862 
136.533 
133.760 

121.187 

Yield 
8.39 % 
8.79 
9.18 
8.77 
7.71 
7.77 
6.90 
5.40 
5.31 
5.39 
5.20 
5.48 

7.02 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Norfolk Southern Corporation 

^ Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Med. Term Note 
Series A NSC 
655844AA6 
9.000% 
3/1/21 

Amount Outstanding ($ 000) $83,372 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
117.551 
115.696 
118.750 
114.839 
116.080 
115.566 
117.686 
119.393 
120.087 
119.272 
120.871 
118.367 

117.847 

Yield ! 
6.84 % 
7.04 
6.69 
7.12 
6.97 
7.02 
6.77 
6.57 
6.48 
6.56 
6.37 
6.65 

6.76 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Norfolk Southern Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Med. Term Note 
Senior 
655844AP3 
6.750% 
2/15/11 

Amount Outstanding ($ 000) $300,000 
Months Outstanding 12 

IEnd of Month 
January 
Febmary 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
100.843 
104.663 
104.863 
105.377 
105.942 
105.512 
106.229 
106.100 
106.697 
106.370 
106.186 
106.013 

105.400 

Yield 
6.30 % 
4.25 
4.02 
3.61 
3.15 
3.23 
2.59 
2.45 
1.79 
1.73 
1.55 
1.60 

3.02 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Norfolk Southern Corporation 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Med. Term Note 
Senior 
655844AQ1 
7.250% 
2/15/31 
$500,008 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
104.858 
104.739 
101.432 
100.006 
103.582 
109.169 
118.172 
120.809 
125.437 
120.455 
122.422 
119.301 

112.532 

Yield i 
6.82 % 
6.83 
7.11 
7.24 
6.92 
6.45 
5.76 
5.57 
5.25 
5.59 
5.45 
5.67 

6.22 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Norfolk Southern Corporation 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Med. Term Note 
Senior 2105 
655844AV0 
6.000% 
3/15/05 
$300,000 
12 

IEnd of Month 
January 
Febmary 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
71.428 
70.595 
71.948 
71.855 
75.662 
75.854 
85.359 
87.736 
89.433 
86.967 
87.471 
84.753 

79.922 

Yield 1 
8.39 % 
8.49 
8.34 
8.35 
7.93 
7.90 
7.02 
6.83 
6.71 
6.90 
6.86 
7.07 

7.57 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Norfolk Southern Corporation 

Appendix A Page 53 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000 
Months Outstanding 

Med. Term Note 
Senior 
655844AX6 
5.640% 
5/17/29 
$350,000 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
85.056 
86.637 
87.263 
85.079 
89.134 
91.434 
93.485 
98.887 

104.202 
100.??? 
101.906 
99.308 

93.551 

Yield 
7.03 % 
6.87 
6.81 
7.03 
6.62 
6.40 
6.21 
5.73 
5.29 
5.62 
5.47 
5.69 

6.23 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Norfolk Southern Corporation 

M Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ OOO; 
Months Outstanding 

Med. Term Note 
Senior 
655844AW8 
5.590% 
5/17/25 
$366,620 
12.0 

End of Month 
January 
Febmary 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
85.872 
86.217 
87.610 
85.276 
91.256 
92.965 
95.444 
98.146 

103.170 
100.768 
105.967 
99.483 

94.348 

Yield 1 
7.06 % 
7.02 
6.87 
7.14 
6.47 
6.29 
6.04 
5.77 
5.28 
5.51 
5.02 
5.64 

6.18 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Norfolk Southern Corporation 

^ Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Conraii Note 
CR NSC 2017 
655844AE8 
7.700% 
5/15/17 
$550,000 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
108.662 
108.590 
111.544 
108.258 
109.543 
109.604 
112.868 
117.182 
118.187 
119.163 
121.205 
119.243 

113.671 

Yield ! 
6.33 % 
6.34 
5.88 
6.37 
6.16 
6.14 
5.63 
4.98 
4.82 
4.65 
4.34 
4.61 

5.52 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Norfolk Southern Corporation 

M Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Conraii Note 
CR NSC 2027 
655844AJ7 
7.800% 
5/15/27 
$440,000 
12 

jEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
99.309 

104.152 
104.762 
101.843 
106.719 
106.904 
113.914 
122.188 
125.072 
124.492 
125.849 
123.006 

113.184 

. Yield ; 
7.86 % 
7.38 
7.32 
7.60 
7.13 
7.11 
6.47 
5.78 
5.55 
5.59 
5.48 
5.70 

6.58 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Norfolk Southern Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Conrial Note 
CR NSC 2037 
655844AF5 
7.050% 
5/1/37 
$716,600 
12 

;End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
102.115 
102.027 
103.490 
98.772 

106.603 
110.293 
115.321 
123.480 
126.083 
121.905 
121.806 
119.576 

112.623 

Yield ' 
6.87 % 
6.88 
6.77 
7.15 
6.53 
6.26 
5.91 
5.40 
5.24 
5.49 
5.50 
5.63 

6.14 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Norfolk Southern Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Conraii Note 
CR NSC 2097 
655844 AK4 
7.900% 
5/15/97 

Amount Outstanding ($ 000) $350,000 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
96.916 
99.604 

101.658 
95.757 
99.615 

104.476 
111.697 
117.665 
119.981 
121.641 
122.388 
118.374 

109.148 

Yield 
8.14 % 
7.92 
7.76 
8.24 
7.93 
7.56 
7.06 
6.70 
6.57 
6.48 
6.45 
6.67 

7.29 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Union Pacific Corporation 

^ Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Debentures 
UP Corp. 
907818CX4 
6.150% 
5/1/37 
$248,941 
12.0 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
87.924 
89.820 
93.433 
89.626 
92.146 
92.384 

105.934 
107.977 
113.031 
108.113 
108.692 
106.339 

99.618 

Yield 1 
7.14 % 
6.97 
6.66 
6.99 
6.77 
6.75 
5.72 
5.58 
5.25 
5.57 
5.53 
5.69 

6.22 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Union Pacific Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Debentures 
UP Corp. 
907818CU0 
6.250% 
5/1/34 
$246,403 
12 

IEnd of Month 
January 
Febmary 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
88.164 
90.919 
91.553 
88.014 
91.402 
95.102 

101.666 
108.202 
109.286 
108.115 
107.922 
104.917 

98.772 

Yield 1 
7.27 % 
7.02 
6.96 
7.29 
6.98 
6.65 
6.11 
5.63 
5.55 
5.63 
5.64 
5.86 

6.38 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Union Pacific Corporation 

i l Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debentures 
UP Corp. 
907818CF3 
6.625% 
2/1/29 

Amount Outstanding ($ 000) $594,464 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
90.724 
95.775 
94.739 
93.430 
93.726 

102.958 
109.928 
112.522 
115.056 
113.309 
112.364 
110.478 

103.751 

Yield 1 
7.52 % 
7.02 
7.12 
7.25 
7.22 
6.35 
5.77 
5.56 
5.36 
5.49 
5.56 
5.71 

6.33 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Union Pacific Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Debentures 
UP Corp. 
907818AZ1 
7.000% 
2/1/16 
$249,483 
12 

<End of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
105.048 
104.873 
104.513 
102.499 
100.561 
103.113 
108.993 
111.049 
114.988 
114.798 
114.692 
113.301 

108.202 

Yield ' 
6.10 % 
6.12 
6.17 
6.53 
6.89 
6.41 
5.34 
4.96 
4.27 
4.27 
4.26 
4.49 

5.48 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Union Pacific Corporation 

Appendix A Page 63 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Debentures 
UP Corp. 
907818BY3 
7.125% 
2/1/28 

Amount Outstanding ($ 000) $247,609 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
96.040 

100.537 
102.181 
98.239 

103.076 
105.540 
107.624 
114.526 
114.821 
114.999 
116.044 
113.340 

107.247 

Yield 1 
7.51 % 
7.07 
6.91 
7.29 
6.82 
6.60 
6.41 
5.82 
5.80 
5.78 
5.69 
5.91 

6.47 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Union Pacific Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Notes 
UP Corp. 
907818CV8 
4.875% 
1/15/15 
$249,718 
12 

IEnd of Month. 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
94.415 
93.874 
95.423 
94.340 
99.546 

100.549 
102.977 
104.917 
105.382 
104.686 
106.767 
105.619 

100.708 

Yield 
6.00 % 
6.12 
5.81 
6.06 
4.96 
4.76 
4.25 
3.85 
3.74 
3.87 
3.42 
3.65 

4.71 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Union Pacific Corporation 

Appendix A Page 65 of 73 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Notes 
UP Corp. 
907818CT3 
5.375% 
5/1/14 

Amount Outstanding ($ 000) $249,656 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
95.786 
97.932 

100.557 
99.716 
98.191 

102.635 
105.401 
107.150 
107.321 
107.322 
109.277 
108.217 

103.292 

Yield 
6.32 % 
5.84 
5.24 
5.44 
5.80 
4.75 
4.11 
3.69 
3.62 
3.59 
3.11 
3.34 

4.57 % 

Source: Standard & Poor's XpressFeed - Bond Package 



CSX Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Notes 
UP Corp. 
907818CY2 
5.450% 
1/31/13 

Amount Outstanding ($ 000) $499,532 
Months Outstanding 12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
98.560 
99.892 

100.217 
100.155 
101.615 
103.670 
104.787 
106.549 
107.455 
107.827 
108.630 
107.838 

103.933 

Yield 1 
5.85 % 
5.47 
5.38 
5.40 
4.96 
4.33 
3.97 
3.40 
3.07 
2.90 
2.59 
2.82 

4.18 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Burlington Northern Santa Fe Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Notes 
UP Corp. 
907818CW6 
5.650% 
5/1/17 
$249,355 
12.0 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
95.581 
94.577 
96.368 
94.948 
96.168 

100.289 
104.428 
105.740 
106.273 
106.260 
108.079 
106.239 

101.246 

• • Yield I 
6.34 % 
6.51 
6.22 
6.46 
6.27 
5.60 
4.95 
4.74 
4.65 
4.65 
4.36 
4.64 

5.45 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Union Pacific Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Notes 
UP Corp. 
907818CN6 
6.125% 
1/15/12 

Amount Outstanding ($ 000) $298,088 
Months Outstanding 12 

IEnd of Month 
January 
February 
March • 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
100.165 
102.853 
103.791 
102.294 
105.201 
104.517 
107.678 
107.829 
107.721 
107.651 
108.815 
108.337 

105.571 

Yield 1 
6.06 % 
5.04 
4.65 
5.20 
4.01 
4.23 
2.86 
2.69 
2.62 
2.53 
1.87 
2.05 

3.65 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Union Pacific Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 

Notes 
UP Corp. 
907818CP1 
6.500% 
4/15/12 

Amount Outstanding ($ 000) $356,000 
Months Outstanding 12 

jEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
101.163 
104.808 
104.121 
103.512 
105.707 
105.372 
107.129 
109.636 
110.355 
110.224 
110.711 
110.101 

106.903 

Yield i 
6.09 % 
4.82 
5.01 
5.20 
4.36 
4.42 
3.70 
2.66 
2.28 
2.20 
1.86 
2.07 

3.72 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Union Pacific Corporation 

^ Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Notes 
UP Corp. 
907818CK2 
6.650% 
1/15/11 
$399,705 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
103.014 
104.733 
104.233 
105.409 
105.264 
104.945 
104.862 
106.216 
105.736 
105.542 
105.247 
105.735 

105.078 

Yield 1 
5.01 % 
4.01 
4.16 
3.36 
3.29 
3.33 
3.20 
2.03 
2.12 
1.98 
1.91 
1.38 

2.98 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Union Pacific Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Mort. Bond 
UPRR - MP 
606198LF4 
4.750% 
1/1/20 
$29,905 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
60.000 
60.000 
67.250 
67.250 
67.250 
67.250 
67.250 
67.250 
88.250 
92.000 
93.500 
93.000 

74.188 

Yield 1 
11.18% 
11.22 
9.73 
9.76 
9.79 
9.82 
9.85 
9.88 
6.32 
5.80 
5.60 
5.68 

8.72 % 

Source: Standard & Poor's XpressFeed - Bond Package 



Union Pacific Corporation 
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Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Mort. Bond 
UPRR - MP 
606198LG2 
4.750% 
1/1/30 
$28,132 
12 

IEnd of Month 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
52.250 
85.000 
60.000 
60.000 
60.000 
60.000 
60.000 
60.000 
86.000 
87.000 
88.000 
88.000 

70.521 

Yield 1 
10.39 % 
6.02 
9.06 
9.07 
9.08 
9.09 
9.09 
9.10 
5.95 
5.86 
5.77 
5.77 

7.85 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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Union Pacific Corporation 

Type: 
Description: 
CUSIP: 
Coupon Rate: 
Maturity Date: 
Amount Outstanding ($ 000) 
Months Outstanding 

Inc. Debenture 
UPRR - MP 
606198LH0 
5.000% 
1/1/45 
$96,025 
12 

IEnd of Month 
January 
Febmary 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Average 

Price 
48.500 
48.500 
55.000 
50.000 
50.250 
50.000 
52.000 
55.000 
68.000 
69.000 
70.000 
69.150 

57.117 

Yield 1 
10.59 % 
10.59 
9.39 

10.29 
10.25 
10.30 
9.92 
9.40 
7.63 
7.52 
7.41 
7.51 

9.23 % 

Source: Standard & Poor's XpressFeed - Bond Package 
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îf-4 

. •ii • ?! PK. 



Railroad Cost of Capital - 2009 Appendix B 

Interest Rates on Selected Government Instruments 
Yield in Percent Per Annum, Constant Maturity Rates for 2009 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

3 Mo. 
0.13 
0.30 
0.22 
0.16 
0.18 
0.18 
0.18 
0.17 
0.12 
0.07 
0.05 
0.05 

1 Yr 
0.44 
0.62 
0.64 
0.55 
0.50 
0.51 
0.48 
0.46 
0.40 
0.37 
0.31 
0.37 

2Yr 
0.81 
0.98 
0.93 
0.93 
0.93 
1.18 
1.02 
1.12 
0.96 
0.95 
0.80 
0.87 

3Yr 
1.13 
1.37 
1.31 
1.32 
1.39 
1.76 
1.55 
1.65 
1.48 
1.46 
1.32 
1.38 

5Yr 
1.60 
1.87 
1.82 
1.86 
2.13 
2.71 
2.46 
2.57 
2.37 
2.33 
2.23 
2.34 

7Yr 
1.98 
2.30 
2.42 
2.47 
2.81 
3.37 
3.14 
3.21 
3.02 
2.96 
2.92 
3.07 

10 Yr 
2.52 
2.87 
2.82 
2.93 
3.29 
3.72 
3.56 
3.59 
3.40 
3.39 
3.40 
3.59 

20 Yr 
3.46 
3.83 
3.78 
3.84 
4.22 
4.51 
4.38 
4.33 
4.14 
4.16 
4.24 
4.40 

30 Yr 
3.13 
3.59 
3.64 
3.76 
4.23 
4.52 
4.41 
4.37 
4.19 
4.19 
4.31 
4.49 

Average 0.15 0.47 0.96 1.43 2.19 2.81 3.26 4.11 4.07 

Source: Federal Reserve statistical release H.I5, Treasury Constant Maturities. Nominal 
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Railroad Cost of Capital - 2009 Appendix C Page 1 of 8 

Equipment Trust Certificates for BNSF 

Modeled ETCs 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10 
11 
12. 
13. 
14. 
15. 

ETC ID Maturity 
BNSF Series AA (AT 9/24/11 
BNSF 1999A 5/1/14 
BNSF 1999 KFW 6/28/16 
BNLC Dec98 KFW 1 /2/2016 
BNLC 2000 KFW 4/19/15 
BNLC 2005-1 (1993 PT 01/02/12 
BNSF 2009-B EDC ET( 7/15/2027 

Balance For 2009 ($000) 
Beg. Ending Avg 0/S 

6,705 4,470 5,588 
19,992 16,660 18,326 
63,661 55,704 59,683 
61,230 57,348 59,289 
23,408 20,064 21,736 
22,581 15,694 19.138 
74.912 72.831 73.872 

Current Valuation 
Interest Valuatior 

Rate Factor 
2.528% 
3.458% 
3.909% 
3.912% 
3.716% 
2.864% 
4.508% 

1.09498 
1.08832 
1.12386 
1.07991 
1.14818 
1.0335S 
1.02655 

New ETC issued 7/15/2009 market value has been pro
rated at (6.5 months / 1 2 months) times mari<et value of 
$75,833. 

Total 

Note: 

-
$272,489 $242,771 $257,630 3.834% 

Current 
1 Market 

Value 
6.118 

19.945 
67.075 
64.027 
24.957 
19,780 
41,076 

/ --

— 
-
~~ 

$242,978 

($000) 

Interest 
155 
690 

2,622 
2,505 

928 
567 

1,852 

— 
-
^ 

$9,317 

This list contains ETCs that can be used in the AAR's model to determine market value. Some debt Instruments | 
labeled as ETCs do not have all of the characteristics typical of an 
example, ETCs with variable rates cannot be modeled. 

ETC, and therefore cannot be modeled. For 

Non-Modeled ETCs 

ETC ID Maturity 
1. BNLC-Barbados 04/16/12 
2. BNLC -1992 ETC 07/14/13 
3. BNLC-1995A.PTT(> 07/01/13 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

Total 

Balance For 2009 ($000) | 
Beg. 
16,932 
13,913 
5,515 

$36,360 

Ending 
11.920 
11.131 
4.834 

-

$27,885 
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Equipment Trust Certificates for BNSF (continued) 

Entire ETC Current - Not Used fbr Cost or Market Value 

ETC ID 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

Total 

Maturity 
Balance 2009 ($000) 

Beg. Ending 

_ 

• 

$0 !|!0 

Grand Totals (for reconciliation to carrier data) 

Total Modeled 
Total Non-Modeled 

Sub Total 

Total All Current 
Grand Total 

From BNSF: 
Total ETCs 

Difference 

Balance For 2009 ($000) 
Beg. Ending 

$272,489 $242,771 
36,360 27,885 

308,849 270,656 

0 
308,849 

0 
270,656 

$270,656 
$0 
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Equipment Trust Certificates for CSX 

Modeled ETCs 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

ETC ID Maturity 
ETC CSX Series A 231 3/15/11 
ETC CSX Series B 236 2/15/14 
ETC CSX Series B 237 4/15/14 
ETC CSX Series B 238 6/15/14 
ETC CSX Series B 239 4/1/15 
ETC CSX Senes B 240 5/15/15 

Total 

Note: 
This list contains ETCs that i 

Balance For 2009 
Beg. 
11,400 
30,000 
24,000 
22,200 
35,700 
29,400 

$152,700 

::an be used In 

Ending 
7,600 

25,000 
20,000 
18,500 
30,600 
25,200 

$126,900 

the AAR's 

($000) 
Avg 0/S 

9,500 
27,500 
22,000 
20,350 
33,150 
27,300 

$139,800 

Current Valuation 
Interest 

Rate 
2.074% 
3.004% 
3.002% 
3.000% 
3.261% 
3.263% 

3.056% 

Valuation 
Factor 
1.09462 
1.09264 
1.11162 
1.13657 
1.17366 
1.14323 

Current 
Maricet 
Value 

10,399 
30,048 
24,456 
23,129 
38,907 
31,210 

$158,148 

Interest 
216 
903 
734 
694 

1,269 
1,018 

$4,834 

model to detemnine mari<et value. Some debt instruments 1 
labeled as ETCs do not have all of the characteristics typical of an 
example, ETCs with variable rates cannot be modeled 

ETC, and therefore cannot be modeled. For 

Non-Modeled ETCs 

ETC ID Maturity 
1. 
2. ETC CSX Series A 234 06/01/11 
3. ETC CSX Series A 235 06/15/13 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

Total 

Balance For 2009 ($000) 
Beg. Ending 

12,000 8,000 
25,000 20,000 

$37,000 $28,000 
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Equipment Trust Certificates for CSX (continued) 

Entire ETC Current - Not Used for Cost or Market Value 

ETC ID Maturity 
1. ETC CSX Series B 228 3/15/10 
2. ETC CSX Series A 230 06/01/10 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

Total 

Balance 2009 ($000) 
Beg. 

7.800 
7.600 

$15,400 

Ending 
3,900 
3,800 

$7,700 

Grand Totals (for reconciliation to carrier data) 

Total Modeled 
Total Non-Modeled 

Sub Total 

Total All Current 
Grand Total 

From CSX: 
Total ETCs 

Difference 

Balance For 2009 ($000) I 
Beg. 

$152,700 
37,000 

189.700 

15,400 
205,100 

Ending 
$126,900 

28,000 
154,900 

7,700 
162,600 

$162,600 
$0 
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Equipment Trust Certificates for NS 

Modeled ETCs 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

ETC ID 
NSR Series H 
NSR Series 1 
NSR Series J 

Maturity 
7/15/13 
4/1/14 
7/1/14 

Balance For 2009 
Beg. 
21,000 
37,800 
37.500 

Ending 
16.800 
31.500 
31,250 

[$000) 
Avg 0/S 

18,900 
34.650 
34.375 

Current Valuation 
Interest 

Rate 
2.727% 
3.003% 
3.000% 

Valuation 
Factor 
1.07896 
1.10172 
1.14003 

Current 
Market 
Value 

20.392 
38.175 
39.189 

Interest 
556 

1.146 
1.176 

Total $96,300 $79,550 $87,925 2.944% $97,756 $2,878 

Note: 
This list contains ETCs that can be used in the MR's model to determine market value. Some debt instruments 
labeled as ETCs do not have all of the characteristics typical of an ETC, and therefore cannot be mcxieled. For 
example, ETCs with variable rates cannot be modeled. 

Non-Modeled ETCs 

ETC ID 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

Balance For 2009 ($000) 
Maturity Beg. Ending 

Total "W "W 
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Equipment Trust Certificates for NS (continued) 

Entire ETC Current - Not Used for Cost or Market Value 

ETC ID 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

Total 

Balance 2009 ($000) 
Maturity Beg. Ending 

$0 $0 

Grand Totals (for reconciliation to carrier data) 

Total Modeled 
Total Non-Modeled 

Sub Total 

Total All Current 
Grand Total 

From NS: 
Total ETCs 

Difference 

Balance For 2009 ($000) 
Beg. Ending 
$96,300 $79,550 

0 0 
96,300 79,550 

0 
96.300 

0 
79.550 

$79,550 
$0 
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Equipment Trust Certificates for UP 

Modeled ETCs 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

ETC ID Maturity 
ETC UPC Series C 2/1/12 
ETC UPC Series G 6/15/11 
ETC UPC Series H 12/1/11 
ETC UPC Series 1 2/23/19 
ETC UPC Series J 1/2/2031 

. Total 

Note: 
This list contains ETCs that ( 

Balance For 2009 
Beg. 
16,600 
16,305 
14,100 
64.194 
90.819 

$202,018 

:an be used in 

Ending 
12,450 
10,870 
9.400 

58.701 
86.822 

$178,243 

[$000) 
Avg 0/S 

14,525 
13,588 
11,750 
61.448 
88.820 

$190,130 

Current Valuation 
Interest 

Rate 
2.404% 
2.074% 
2.074% 
3.869% 
4.665% 

3.898% 

Valuation 
Factor 
1.13482 
1.10084 
1.08985 
1.14811 
1.13379 

Current 
Maritet 
Value 

16.483 
14,958 
12.806 
70.548 

100.704 

$215,499 

Interest 
396 
310 
266 

2,730 
4.698 

$8,400 

the fiAR's model to determine maricet value. Some debt instruments 1 
labeled as ETCs do not have all of the characteristics typical of an 
example, ETCs with variable rates cannot be modeled 

ETC, and therefore cannot be modeled. For 

Non-Modeled ETCs 

ETC ID 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

Balance For 2009 ($000) 
Maturity Beg. Ending 

Total "W lo 
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Equipment Trust Certificates for UP (continued) 

Entire ETC Current - Not Used for Cost or Market Value 

ETC ID 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

Total 

Maturity 
Balance 2009 ($000) 

Beg. Ending 

$0 $0 

Grand Totals (for reconciliation to carrier data) 

Total Modeled 
Total Non-Modeled 

Sub Total 

Total All Current 
Grand Total 

From UP: 
Total ETCs 

Difference 

Balance For 2009 ($000) 
Beg. Ending 

$202,018 $178,243 
0 0 

202.018 178,243 

0 
202.018 178.243 

$178,243 
$0 
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Conditional Sales Agreements for BNSF 

Modeled CSAs 

CSA ID Maturity 
Balance For 2009 ($000) 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 

Beg. Ending Avg 0/S 

Current Valuation 
Interest Valuation 

Rate Factor 

Current 
Market 
Value interest 

None. 

lo" lo" l o Total $0 $0 

Note: 
This list contains CSAs that can be used in the AAR's model to detenmine mari<et value. Some debt instruments 
labeled as CSAs do not have all of the characteristics typical of a CSA. and therefore cannot be modeled. For 
example. CSAs with variable rates cannot be modeled. 

Non-Modeled CSAs 

Cun'ent CSAs Not Used 

Grand Total All CSAs 

Balance For 2009 ($000 
Beg. Ending 

0 0 

W $0 
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Conditional Sales Agreements for CSX 

Modeled CSAs 

CSA ID 
1. CSX 422 
2. CSX 423 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 

Balance For 2009 ($000) 
Maturity Beg. Ending Avg 0/S 

10/22/12 20.472 15.354 17,913 
4/16/2012 25.009 18.757 21,883 

Current Valuation 
Interest Valuation 

Rate Factor 
2.729% 1.09374 
2.730% 1.08562 

Current 
Market 
Value 

19.592 
23.757 

Interest 
535 
648 

$43,349 $T7i83 Total $45,481 $34,111 $39,796 2.730% 

Note: 
This list contains CSAs that can be used in the /^R 's model to detennine mari<et value. Some debt instruments 
labeled as CSAs do not have all of the characteristics typical of a CSA, and therefore cannot be modeled. For 
example, CS/^ with variable rates cannot be modeled. 

Non-Modeled CSAs 

ETC ID 
1. CSA 424 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
Total 

Balance For 2009 ($000) 
Maturity Beg. Ending 

09/15/14 35,949 29,957 (uses a floating interest rate) 

$35,949 $29,957 

Current CSAs Not Used 

Grand Total All CSAs 

From CSX: 
Total CSAs 

Difference from Grand Total 

balance t̂ or 2069 iooo) 1 
Beg. 

0 

$81,430 

Ending 
0 

$64,068 

$64,068 
$0 
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Conditional Sales Agreements for NS 

Modeled CSAs 

CSA ID 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 

Maturity 
Balance For 2009 ($000) 

Beg. Ending Avg O/S 

Current Valuation 
Interest Valuation 

Rate Factor 

Current 
Market 
Value Interest 

None. 

"W "W "W Total 

Note: 

$0 $0 

This list contains CSAs that can be used in the AAR's model to determine market value. Some debt instruments 
labeled as CSAs do not have all of the characteristics typical of a CSA, and therefore cannot be modeled. For 
example, CSAs with variable rates cannot be modeled. 

Non-Modeled CSAs 

ETC ID 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 

Balance For 2009 ($000) 
Maturity Beg. Ending 

Total "W $0 

Current CSAs Not Used 

Grand Total All CSAs 

Balance 
Beg. 

0 

$0 

it^or 2009(^000) 
Ending 

0 

$0 
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Conditional Sales Agreements for UP 

Modeled CSAs 

CSA ID 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 

Maturity 
Balance For 2009 ($000) 

Beg. Ending Avg 0/S 

Current Valuation 
interest Valuation 

Rate Factor 

Current 
Market 
Value Interest 

None. 

Total 

Note: 

$0 $0 $0 $0 10 

This list contains CS/^ that can be used in the AAR's model to determine market value. Some debt instruments 
labeled as CSAs do not have all of the characteristics typical of a CSA, and therefore cannot be modeled. For 
example, CS/\s with variable rates cannot be modeled. 

Non-Modeled CSAs 

ETC ID 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 

Balance For 2009 ($000) 
Maturity Beg. Ending 

Total l o l o 

Current CSAs Not Used 

Grand Total All CSAs 

balance ^ori669<i000 
Beg. Ending 

0 0 

$0 $0 
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Railroad Cost of Capital - 2009 Appendix E 

2009 Market Value of Debt ($000) 

Type of Debt 

Bonds, Notes & Debentures 
Equipment Trust Certificates 
Conditional Sales Agreements 

Sub Total 

All Other — Capital Leases 

All Other — Misc. Debt 

All Other — Non-Modeled ETC 

All Other — Non-Modeled CSA 
Sub Total 

Total Market Value 

Traded or 
Modeled 

$17,576,771 

708,061 

43,349 
$18,328,181 

Market Value 
Non-Traded or 
Non-Modeled 

$11,970,735 

$11,970,735 

$3,688,723 

144,449 

55,885 
29,957 

• 

Total 

$29,547,506 

708,061 
43,349 

$30,298,916 

$3,688,723 

144,449 

55,885 
29,957 

$3,919,014 

$34,217,930 

Perce 
Subtotal 

97.52% 
2.34% 
0.14% 

100.00% 

94.12% 

3.69% 

1.43% 

0.76% 
100.00% 

n to f 
Total 

86.35% 
2.07% 
0.13% 

88.55% 

10.78% 
0.42% 
0.16% 
0.09% 

11.45% 

100.00% 

General Notes: 
Bonds, Notes, and Debentures from Appendix A. Securities that did not trade were assigned a market 

value equal to their book value. The traded portion accounts for 59.49 percent of the total market value 
for this category. 

Equipment Trust Certificates from Appendix C. 

Conditional Sales Agreements from Appendix D. 

Some ETCs and CSAs could not be modeled because they did not have all of the typical characteristics 
necessary for the model. Those that could not be modeled were assigned a market value equal to 
their book value, and moved to the All Other category. 

Capital Leases and Miscellaneous Debt listed in woric papers. 

The capital leases and miscellaneous debt portion of the All Other debt category was assigned a market 
value equal to its book value, and totals to $3,833,172 thousand. The non-modeled ETCs and CSAs 
were also assigned a market value equal to their book value, and totaled to $85,842 thousand. The 
All Other category totals to $3,919,014 thousand, or 11.5 percent of total debt. 
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Example of Source for Bond Flotation Costs 

Form 424BS 

Table.or .Contents 

Prosp«ctus Supplement 
(To Prospectus dated December 10,2007) 

Filed Punuant to Rule 424(b)(S) 
Registration No. 333-140732 

$500,000,000 7.375% Notes due 2019 
The 7.37S% Notes due 2019 (the 'Notes') will mature on Feljruary 1, 2019. Interest Is payable on the Notes on February 1 

and August 1 of each year, commencing August 1,2009. Interest on the Notes will accaie from January 20,2009. We may 
redeem some or all of the Notes at any time. The redemption prices are described under the caption 'Description of Notes— 
Optional Redemption.* 

The Notes will lie senior obligations of our company and wiR ranic equally with ail cjf our other unsecured senior 
indebtedness. 

The Notes will be represented by one cjr mora permanent global Notes in definitive, fully registered fbrm without interest 
coupons, registered in the name of a nominee fbr The Depcjsitory Trust Ccjmpany. The Notes will be issued in dencjminatlcjns of 
$2,000 and integral multiples of S1.000 in ejecess thereof. 

Neither the Securities and Ejcchange Commission nor any state securities commission has approved or 
disapproved of these securities or determined if this prospectus supplement or the accompanying prospectus Is truthful 
or complete. Any representation to the contrary is a criminal oflbnse. 

Prteeto 
PuMlclll 

Per Note 99.361% 0.650% 98.711% 
Total $496,605,000 $3,250,000 $493,555,000 
(1) Pius accrued interest from January 20, 2009 if settlement occufs after that 

CSX will not maice application lo list the Notes on any securities exchange or lo include them in any autcjinated quotation 
system. 

We expect lhat delivery of the Notes will be made to investors on or about January 20,2009, through the boolc.entry system 
of T^e Depcjsitory Trust Company fbr Ihe accounts of its participants, including Euroclear Bank S AJN.V., as operatcjr of the 
Eurodear system, end Clearstream Banking, socidtd anonyme. 

Joint Book-Running Managers 

Credit Suisse 

Barclays Capital Citi 

Mitsubishi UFJ Securities 

J.P. Morgan 
Senior Co-Managers 

Deutsche Bank Securities 

Ccj-Managers 

Mizuho Securities USA Inc. 

January 14, 2009 

UBS Investment Bank 

IVIorgan Stanley 

Scotia Capital 

http://www.scc.gov/Archives/edgar/data/277948/000119312S09006379/d424bS.htin 9/10/2009 

http://www.scc.gov/Archives/edgar/data/277948/000119312S09006379/d424bS.htin
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Example of Source for Bond Flotation Costs 

Foni i 424BS 

Toblc. of.Cantfnli 

Purehascn of die Notes may be required to pay stamp taxes and other charges in accordance with Ihe laws and practices of lite coundy of 
purchase, in addition to the leievani issue price set Sirth on tbe cover page ofthis prospectus suppIemenL 

In connection with the ofTcring, the lepiesentatives, on behalf of the underwriters, may purchase and sell Notes in the open maiket. These 
transactions may include over-allotment, syndicate covering transactions and stabilizing transactions. Over-allotment involves syndicate sales 
of Notes in excess ofthe principal amount of Notes to be purchased by Ihe undeiwriten in the ofTering, which creates a syndicate shoci 
position Syndicate covering transactions involve purehases ofthe Notes in the open maricet after the distribution has been completed, in order 
to cover syndicate shott positions. Stabilizing transactions consist of certain bids or piuchases of Notes made for Ihe puipose of preventing or 
retarding a decline in the maricet price ofthe Notes while the ofTering is in progress. 

Credit Suisse Securities (USA) LLC, J.P. Morgan Securities Inc. and UBS Securities LLC, on behalf of the underwriters, may also 
impose a penalty bid. Penalty bids peraiit the undcrwrilen to reclaim a selliiig concession from a syndicate member when Credit Suisse 
Securities (USA) LLC, J.P. Morgan Securities Inc and UBS Securities LLC, in covering syndicate short positions or making stabilizing 
purchases, repurchases Notes originally sold by diat syndicate member. 

Any of these activities itiay have the efl'eGt of preventing or letoiding a decline in the markei price ofthe Notes. They may also cause the 
price ofthe Notes to be higher than the price that otherwise would exist in the open market in the absence of these transactions. The 
underwriters may conduct these transactions in the over-die<ounter markei or otherwise. Ifthe underwriteis commence any of these 
transacticms, they may discontinue them at any time. ' ^ ^ 

( Wc estimate that our total expenses (exchuling underwriting discounts and commissions) for this offering will be appioxinratcly J l 
$230,000. / 9 

The underwriteis have performed oommeicial bankmg. investment banking and advisoiy services for us from time to time, for which they 
have received customary fees and expenses. The uixterwriters m«y, fiom time to time, engage in transactions with and perfoim services for us 
in the ordinaiy course of their business. Cenain ofthe undeiwriters or their afliliates engage in commereial lending activities with us and are 
lendera under CSX's Innk credit facilities. 

We have agreed lo indemnify Ihe luiderwritera (gainst certain liabilities, including liabilities under Ihe Securities Act of 1933, or to 
contribute to payments the underwriters may be required to make because of any of dune liabilities. 

S-22 -

hKp:/ /www.sec.gov/Archives/edgar/dala/277948/000119312S09006379/d424bS.htm 9/10/2009 

http://www.sec.gov/Archives/edgar/dala/277948/000119312S09006379/d424bS.htm
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Railroad Cost of Capital - 2009 Appendix G 

2009 Current Cost of Debt 

Type of Debt 

Type of Instrument 
Bonds, Notes & Debentures 
Equipment Tmst Certificates 
Conditional Sales Agreements 

Total Without Floatation Costs 

Floatation Costs 

Bonds, Notes & Debentures 

Equipment Trust Certificates 

Conditional Sales Agreements 

Reference 

App. A & Table 4 
App. C & Table 6 
App. D & Table 7 

App. F& Table 10 
Tables 9 and 10 
Tables 9 and 10 

Total Floatation Costs 

Weighted Cost of Debt 
Weighted Cost of Debt (rounded) 

Appendix E 
Weight 

97.52% 
2.34% 
0.14% 

100.00% 

97.52% 
2.34% 
0.14% 

100.00% 

Current 
Cost 

5.669% 
3.551% 
2.730% 

0.103% 
0.078% 
0.073% 

Weighted 
Cost 

5.528% 
0.083% 
0.004% 

5.615% 

0.100% 
0.002% 
0.000% 

0.102% 

5.717% 
5.72% 
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Appendix H Page 1 of 5 

Market Value for Common Equity 

BNI Data from Yahoo Finance 1-6-2010 
http://lchart.finance.yahoo.com/table.(»v?s=BNI&a=11&b=20&c=2004&d=00&e=6&f=2010&g=w&ignoFe=.(»v 

Beg.ofWk. 

Date 

1/5/2009 

1/12/2009 

1/20/2009 

1/26/2009 

2/2/2009 

2/9/2009 

2/17/2009 

2/23/2009 

3/2/2009 

3/9/2009 

3/16/2009 

3/23/2009 

3/30/2009 

4/6/2009 

4/13/2009 

4/20/2009 

4/27/2009 

5/4/2009 

5/11/2009 

5/18/2009 

5/26/2009 

6/1/2009 

6/8/2009 

6/15/2009 

6/22/2009 

6/29/2009 

7/6/2009 

7/13/2009 

7/20/2009 

7/27/2009 

8/3/2009 

8/10/2009 

8/17/2009 

8/24/2009 

8/31/2009 

9/8/2009 

9/14/2009 

9/21/2009 

9/28/2009 

10/5/2009 

10/12/2009 

10/19/2009 

10/26/2009 

11/2/2009 

11/9/2009 

11/16/2009 

11/23/2009 

11/30/2009 

12/7/2009 

12/14/2009 

12/21/2009 

12/28/2009 

Open 

77.93 

73.07 

63.50 

63.37 

65.20 

73.04 

64.81 

62.22 

57.85 

52.83 

56.35 

56.34 

60.99 

66.04 

65.78 

67.32 

65.21 

69.06 

72.00 

68.50 

68.47 

73.39 

75.98 

76.43 

73.58 

75.80 

70.51 

69.00 

75.29 

78.90 

79.68 

83.22 

81.33 

84.87 

83.02 

84.86 

84.01 

82.96 

80.81 

79.01 

82.71 

86.68 

79.60 

75.50 

97.20 

97.82 

98.21 

98.23 

98.67 

98.71 

98.32 

98.43 

High 

81.89 

73.30 

65.70 

69.78 

73.98 

73.88 

64.82 

63.06 

57.85 

57.07 

59.25 

63.49 

66.93 

66.78 

69.44 

69.32 

69.62 

74.00 

72.23 

71.83 

72.58 

78.55 

77.73 

76.43 

75.99 

76.46 

71.38 

75.12 

79.73 

80.43 

84.56 

83.61 

84.96 

86.02 

84.66 

85.73 

85.25 

84.62 

82.25 

82.18 

86.99 

87.46 

80.41 

97.98 

98.00 

98.36 

98.43 

98.89 

98.96 

98.71 

98.50 

98.77 

Low 
73.87 

59.91 

60.85 

62.29 

64.28 

64.16 

60.50 

57.81 

52.13 

50.86 

54.74 

56.18 

59.06 

61.50 

64.11 

63.91 

63.35 

68.59 

65.44 

66.65 

67.09 

72.56 

73.86 

71.58 

71.10 

70.70 

66.61 

67.60 

75.29 

75.35 

78.95 

81.16 

79.49 

81.20 

79.68 

82.82 

82.70 

79.99 

77.04 

78.50 

81.12 

78.32 

75.14 

75.32 

97.20 

97.82 

98.10 

98.19 

98.51 

98.30 

98.20 

98.31 

E n d o f W k 

Close 

74.58 

63.66 

63.32 

66.25 

72.94 

66.04 

61.84 

58.77 

53.46 

55.41 

55.06 

61.97 

66.52 

66.16 

68.17 

67.14 

68.06 

72.76 

67.14 

68.17 

72.44 

76.98 

77.36 

74.48 

75.67 

71.14 

68.96 

74.80 

78.89 

78.59 

83.72 

82.63 

84.77 

84.03 

84.23 

84.69 

83.91 

80.57 

78.85 

82.18 

86.39 

79.12 

75.32 

97.23 

97.97 

98.10 

98.26 

98.66 

98.58 

98.32 

98.40 

98.62 

Volume 

3028400 

7787800 

6120200 

4075700 

3224900 

3195000 

3785100 

4191000 

4246000 

3636900 

3146600 

3727200 

4525100 

3329800 

3201500 

3146000 

3043800 

3156100 

2939700 

2335900 

2549900 

3168100 

2406200 

2713900 

3069400 

2983300 

2725200 

2402100 

2602800 

2256700 

2684900 

1772500 

1787800 

2287100 

2588700 

2515500 

2702900 

1589500 

2074000 

2023200 

2147500 

3106500 

3118900 

25263300 

7336000 

4546500 

2432700 

3139900 

3456700 

4011700 

3523100 

1200500 

Shares 

Outstanding 

342,326,358 

342,326,358 

342,326,358 

342,326,358 

342,326,358 

339,394,803 

339,394,803 

339,394,803 

339,394,803 

339,394,803 

339,394,803 

339,394,803 

339,394,803 

339,394,803 

339,394,803 

339,557,745 

339,557,745 

339,557,745 

339,557,745 

339,557.745 

339,557,745 

339,557,745 

339,557,745 

339,557,745 

339,557,745 

339,557,745 

339,557,745 

339,557,745 

340,023,689 

340,023,689 

340.023,689 

340,023,689 

340,023,689 

340,023,689 

340,023,689 

340,023,689 

340,023,689 

340,023,689 

340,023,689 

340,023,689 

340,023,689 

340,435,006 

340,435,006 

340,435,006 

340,435,006 

340,435,006 

340,435.006 

340,435,006 

340,435.006 

340,435,006 

340,435,006 

340,435,006 

Capitalization 

($000) 

25,530,700 

21,792,496 

21,676,105 

22,679,121 

24,969,285 

22,413,633 

20,988,175 

19,946,?,33 

18,144,046 

18,805,866 

18,687,078 

21,032,296 

22,576,542 

22,454,360 

23,136,544 

22,797,907 

23,110,300 

24,706,??? 

22,797,907 

23,147,651 

24,597,563 

26,139,155 

26,268,187 

25,290,261 

25,694,335 

24,156,138 

23,415,902 

25.398,919 

26,824,469 

26,722,462 

28,466,783 

28,096,157 

28,823,808 

28.572,191 

28,640,195 

28,796,606 

28,531,388 

27,395,709 

26,810,868 

27,943,147 

29,374,646 

26,935,218 

25,641,565 

33,100,496 

33,352,418 

33,396,674 

33,451,144 

33,587,318 

33.560,083 

33,471,570 

33,498,805 

33,573,700 

Note: Capitalization calulated using close of weeic price muitiplied by the number of shares outstanding. 

http://lchart.finance.yahoo.com/table.(�v?s=BNI&a=11&b=20&c=2004&d=00&e=6&f=2010&g=w&ignoFe=.(�v
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Market Value for Common Equity 

CSX Data from Yahoo Finance 1-6-2010 
http://ichart.finance.yahoo.com/table.csv?s=CSX&a=00&b=1&c=2004&d=00&e=3&f=2009&g=w&ignoFe=.csv 

Beg.ofWk. 
Date 
1/5/2009 

1/12/2009 
1/20/2009 
1/26/2009 
2/2/2009 
2/9/2009 

2/17/2009 
2/23/2009 
3/2/2009 
3/9/2009 

3/16/2009 
3/23/2009 
3/30/2009 
4/6/2009 

4/13/2009 
4/20/2009 
4/27/2009 

5/4/2009 
5/11/2009 
5/18/2009 
5/26/2009 
6/1/2009 
6/8/2009 

6/15/2009 
6/22/2009 
6/29/2009 
7/6/2009 

7/13/2009 
7/20/2009 
7/27/2009 
8/3/2009 

8/10/2009 
8/17/2009 
8/24/2009 
8/31/2009 
9/8/2009 

9/14/2009 
9/21/2009 
9/28/2009 
10/5/2009 

10/12/2009 
10/19/2009 
10/26/2009 
11/2/2009 
11/9/2009 

11/16/2009 
11/23/2009 
11/30/2009 
12/7/2009 

12/14/2009 
12/21/2009 
12/28/2009 

Open 
34.50 
34.51 
29.02 
28.85 
28.25 
32.70 
28.64 
26.96 
24.16 
21.30 
23.70 
24.86 
26.84 
29.13 
29.52 
30.89 
30.51 
31.24 
30.24 
28.02 
27.97 
32.38 
33.60 
35.99 
34.08 
36.47 
32.38 
32.46 
38.05 
40.73 
40.86 
44.31 
43.16 
45.24 
43.28 
45.99 
46.47 
44.85 
43.26 
41.96 
44.83 
46.91 
43.69 
42.29 
48.31 
49.21 
49.12 
47.39 
50.14 
49.44 
48.93 
50.16 

High 
36.82 
34.51 
29.84 
31.20 
33.44 
33.49 
28.64 
27.17 
24.22 
23.98 
26.15 
28.20 
29.60 
30.33 
32.12 
31.55 
31.45 
32.60 
30.61 
30.54 
31.85 
35.03 
36.57 
36.33 
36.54 
36.47 
32.71 
38.03 
41.27 
41.50 
44.91 
44.94 
45.34 
45.80 
45.70 
48.85 
47.35 
46.46 
44.20 
44.48 
47.25 
47.16 
44.72 
48.14 
49.10 
50.15 
49.80 
50.17 
50.15 
50.09 
50.80 
50.38 

Low 
33.85 
28.27 
27.77 
27.61 
28.00 
28.10 
25.51 
24.05 
21.12 
20.70 
23.52 
24.80 
25.09 
27.50 
28.00 
27.80 
28.44 
30.00 
26.72 
27.34 
27.95 
32.01 
33.18 
33.03 
31.60 
33.10 
30.25 
30.93 
38.01 
38.21 
40.72 
42.51 
42.06 
41.72 
41.10 
45.39 
44.67 
42.50 
40.67 
41.43 
43.85 
43.02 
41.81 
42.20 
47.48 
48.15 
46.50 
47.10 
46.92 
48.00 
48.81 
48.45 

EndofWk 
Close* 

34.52 
29.83 
28.84 
28.96 
32.78 
29.22 
26.61 
24.68 
21.59 
23.21 
24.24 
27.41 
29.45 
29.75 
31.38 
30.97 
30.57 
31.02 
27.67 
28.16 
31.76 
33.94 
36.52 
34.56 
36.20 
33.22 
32.03 
37.87 
40.72 
40.12 
44.33 
44.58 
45.06 
43.73 
45.29 
46.93 
45.26 
42.82 
41.65 
44.46 
46.77 
43.32 
42.18 
47.69 
48.95 
48.62 
47.53 
50.13 
48.94 
48.47 
50.40 
48.49 

Volume 
4831700 
6963300 
6804500 
6038500 
5893600 
4605200 
7599900 
7704500 
8563700 
6675200 
7370200 
7615200 
7946000 
6065900 
8627100 

14147900 
9133400 
7945600 
8988100 
5916900 
8569000 
9323900 
6906900 
7145200 
8394700 
6129000 
5739800 
7885000 
6628800 
4825800 
5977500 
5367900 
4421100 
5622300 
4923100 
6814800 
6574300 
5105800 
5044900 
4833200 
5605500 
5615400 
5348700 
7039300 
4402100 
4337700 
3055400 
3207000 
3643100 
2738200 
1423700 
1643600 

Shares 
Outstanding 

394,469,360 
394,469,360 
394,469,360 
394,469,360 
399,254,173 
399,254,173 
399,254,173 
399,254,173 
399,254,173 
399,254,173 
399,254,173 
399,254,173 
391,459,772 
391,459,772 
391,459,772 
391,459,772 
391,459,772 
391,459,772 
391,459,772 
391,459,772 
391,459,772 
391,459,772 
391,459,772 
391,459,772 
391,459,772 
392,190,182 
392,190,182 
392,190,182 
392,190,182 
392,190,182 
392,190,182 
392,190,182 
392,190,182 
392,190,182 
392,190,182 
392,190,182 
392,190,182 
392,190,182 
392.558,925 
392,558,925 
392,558,925 
392,558,925 
392,558,925 
392,558,925 
392,558,925 
392,558,925 
392,558,925 
392,558,925 
392.558,925 
392,558,925 
392,558,925 
392,558,925 

Capitalization 
($000) 
13,617,082 
11,767,021 
11,376,496 
11,423,833 
13,087,552 
11,666,207 
10,624,154 
9,853,593 
8,619,898 
9,266,689 
9,677,921 

10,943,557 
11,528,490 
11.645,928 
12,284,008 
12,123,509 
11,966,925 
12,143,082 
10,831,692 
11,023,507 
12,432,762 
13,286,145 
14,296,111 
13,528,850 
14,170,844 
13,028,558 
12,561,852 
14,852,242 
15,969,984 
15,734,670 
17,385,791 
17,483,838 
17,672,090 
17,150,477 
17,762,293 
18,405,485 
17,750,528 
16,793,584 
16,350,079 
17,453,170 
18,359,981 
17,005,653 
16,558,135 
18,721,135 
19,215,759 
19,086,215 
18,658,326 
19,678,979 
19,211,834 
19,027,331 
19,784,970 
19,035,182 

Note: Capitalization caluiated using dose of week price multiplied by the number of shares outstanding. 

http://ichart.finance.yahoo.com/table.csv?s=CSX&a=00&b=1&c=2004&d=00&e=3&f=2009&g=w&ignoFe=.csv
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Market Value for Common Equity 

NSC Data from Yahoo Finance 1-6-2010 
http://lchart.finance.yahoo.com/table.csv?s=NSG&a=11 &b=20&c=2004&d=00&e=6&f=2010&g=w&ignor8=.csv 

Beg.ofWk. 
Date 
1/5/2009 

1/12/2009 
1/20/2009 
1/26/2009 
2/2/2009 
2/9/2009 

2/17/2009 
2/23/2009 
3/2/2009 
3/9/2009 

3/16/2009 
3/23/2009 
3/30/2009 
4/6/2009 

4/13/2009 
4/20/2009 
4/27/2009 

5/4/2009 
5/11/2009 
5/18/2009 
5/26/2009 
6/1/2009 
6/8/2009 

6/15/2009 
6/22/2009 
6/29/2009 

7/6/2009 
7/13/2009 
7/20/2009 
7/27/2009 
8/3/2009 

8/10/2009 
8/17/2009 
8/24/2009 
8/31/2009 
9/8/2009 

9/14/2009 
9/21/2009 
9/28/2009 
10/5/2009 

10/12/2009 
10/19/2009 
10/26/2009 

11/2/2009 
11/9/2009 

11/16/2009 
11/23/2009 
11/30/2009 
12/7/2009 

12/14/2009 
12/21/2009 
12/28/2009 

Open 
48.86 
45.60 
37.34 
34.16 
37.81 
41.13 
36.95 
34.26 
30.75 
27.84 
29.99 
30.88 
33.99 
37.14 
37.10 
37.26 
37.01 
36.17 
37.58 
35.67 
35.38 
37.57 
39.98 
40.35 
37.75 
38.85 
36.54 
36.53 
41.50 
45.23 
43.73 
46.25 
46.44 
47.63 
46.10 
48.34 
48.38 
45.78 
44.22 
43.55 
46.34 
49.30 
46.91 
46.67 
52.57 
51.93 
51.84 
51.31 
52.70 
52.33 
52.25 
54.25 

High 
50.16 
45.60 
38.12 
40.70 
42.34 
41.61 
37.51 
34.63 
31.08 
30.56 
32.25 
36.10 
38.04 
37.75 
38.47 
39.66 
37.39 
38.77 
37.77 
38.25 
37.20 
41.88 
41.90 
40.90 
39.54 
39.29 
37.40 
41.67 
45.55 
45.30 
46.99 
48.65 
47.86 
48.00 
48.20 
50.10 
49.49 
47.12 
44.91 
46.26 
49.39 
50.20 
49.75 
52.44 
52.84 
52.00 
52.40 
52.99 
52.94 
53.18 
54.55 
54.43 

Low 
45.87 
37.05 
33.45 
34.00 
36.71 
35.36 
33.11 
30.77 
26.85 
26.69 
29.69 
30.88 
32.59 
34.83 
35.94 
34.55 
34.32 
36.15 
34.50 
33.96 
34.34 
37.10 
39.75 
37.53 
35.92 
36.85 
35.28 
35.77 
41.25 
41.61 
42.95 
44.39 
45.00 
45.05 
44.24 
47.30 
46.11 
43.25 
42.58 
42.93 
45.20 
46.01 
46.01 
45.94 
51.09 
50.41 
50.30 
50.76 
50.65 
51.79 
52.24 
52.38 

EndofWk 
Close 

46.55 
37.81 
34.15 
38.36 
41.27 
37.73 
33.97 
31.72 
27.41 
29.28 
30.46 
34.88 
37.45 
37.35 
37.79 
37.79 
35.80 
38.01 
35.08 
35.21 
37.20 
40.70 
41.23 
38.46 
39.19 
36.90 
36.65 
41.39 
44.84 
43.25 
46.37 
47.27 
47.54 
46.91 
47.96 
48.68 
46.34 
43.96 
43.26 
46.16 
49.15 
46.68 
46.62 
52.07 
51.67 
51.40 
51.19 
52.84 
52.22 
52.04 
54.24 
52.42 

Volume 
2998100 
7109600 
7372900 
6017000 
4989200 
5120100 
4992000 
5647500 
7893600 
6862300 
5822900 
6658000 
5815100 
4650100 
4598800 

10137800 
5849800 
5814400 
5374000 
4308700 
4445900 
5577200 
3946000 
4342000 
4131200 
3715600 
3761000 
3931100 
4129700 
4230400 
3483900 
4053200 
3190200 
2733500 
3169500 
3828300 
3696500 
2832700 
3786200 
3151000 
4214400 
3979600 
5593300 
6844200 
4723700 
4147900 
2119800 
1913600 
1988800 
1800300 
1285900 
994900 

Shares 
Outstanding 

370,279,291 
370,279,291 
370,279,291 
370,279,291 
366,460,780 
366,460,780 
366,460,780 
366,460,780 
366,460,780 
366,460,780 
366,460,780 
366,460,780 
366,460,780 
367,037,849 
367,037,849 
367,037,849 
367,037,849 
367,037,849 
367,037.849 
367,037,849 
367,037,849 
367,037,849 
367,037,849 
367,037,849 
367,037,849 
367,037,849 
367,636,640 
367,636,640 
367,636,640 
367,636,640 
367,636,640 
367,636,640 
367,636,640 
367,636,640 
367,636,640 
367,636,640 
367,636,640 
367,636,640 
367,636,640 
367,893,915 
367,893,915 
367,893,915 
367,893,915 
367,893,915 
367,893,915 
367,893,915 
367,893,915 
367,893,915 
367,893,915 
367,893,915 
367,893,915 
367,893,915 

Capitalization 
($000) 
17,236,501 
14,000,260 
12,645,038 
14,203,914 
15,123,836 
13,826,565 
12,448,673 
11,624,136 
10.044,690 
10,729,972 
11,162,395 
12,782,152 
13,723,956 
13,708,864 
13,870,360 
13,870,360 
13,139,955 
13,951,109 
12,875,688 
12,923,403 
13,653,808 
14,938,440 
15,132,971 
14,116,276 
14,384,213 
13,543,697 
13,473,883 
15,216,481 
16,484,827 
15,900,285 
17,047,311 
17,378,184 
17,477,446 
17,245,835 
17,631,853 
17,896,552 
17,036,282 
16,161,307 
15,903,961 
16,981,983 
18,081,986 
17,246,867 
17,151,214 
19,156,236 
19,009.079 
18,909.747 
18,832,490 
19,439,514 
19,211,420 
19,145,199 
19,954,566 
19,284,999 

Note: Capitalization calulated using close of week price multiplied by the number of shares outstanding. 

http://lchart.finance.yahoo.com/table.csv?s=NSG&a=11
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stock Data for UNP from Yahool Finance 1-7-09 
http://ichart.finance.yahoo.com/table.C5v7s=UNP&a=00&b=1&c=2004&d=00&e=3&f=2009&g=w&ignore=.csv 

Beg.ofWk. 
Date 
1/5/2009 

1/12/2009 
1/20/2009 
1/26/2009 
2/2/2009 
2/9/2009 

2/17/2009 
2/23/2009 
3/2/2009 
3/9/2009 

3/16/2009 
3/23/2009 
3/30/2009 
4/6/2009 

4/13/2009 
4/20/2009 
4/27/2009 
5/4/2009 

5/11/2009 
5/18/2009 
5/26/2009 
6/1/2009 
6/8/2009 

6/15/2009 
6/22/2009 
6/29/2009 
7/6/2009 

7/13/2009 
7/20/2009 
7/27/2009 
8/3/2009 

8/10/2009 
8/17/2009 
8/24/2009 
8/31/2009 
9/8/2009 

9/14/2009 
9/21/2009 
9/28/2009 
10/5/2009 

10/12/2009 
10/19/2009 
10/26/2009 

11/2/2009 
11/9/2009 

11/16/2009 
11/23/2009 
11/30/2009 
12/7/2009 

12/14/2009 
12/21/2009 
12/28/2009 

Open 
50.69 
47.94 
39.98 
42.64 
43.01 
49.33 
42.56 
40.34 
36.83 
34.56 
38.70 
39.52 
41.41 
45.68 
45.99 
47.51 
48.49 
50.02 
50.70 
47.09 
46.42 
50.64 
52.95 
54.00 
51.57 
53.65 
50.49 
50.57 
57.22 
57.81 
58.76 
61.04 
59.72 
62.05 
60.09 
62.74 
62.02 
61.91 
60.17 
57.43 
59.89 
63.85 
57.96 
55.22 
62.15 
63.61 
66.10 
63.41 
65.34 
64.69 
63.95 
66.20 

High 
54.66 
48.53 
43.91 
47.46 
50.00 
49.60 
42.56 
40.79 
38.55 
38.26 
40.88 
44.63 
46.39 
46.77 
49.76 
50.40 
51.29 
53.97 
51.18 
50.40 
49.32 
54.82 
55.45 
54.00 
53.55 
53.78 
51.03 
57.53 
62.22 
58.34 
62.75 
61.51 
62.52 
62.35 
62.43 
64.46 
64.75 
62.62 
60.66 
60.07 
63.79 
64.95 
59.00 
63.14 
63.68 
66.07 
66.73 
66.00 
65.57 
65.40 
66.39 
66.22 

Low 
47.43 
38.85 
37.55 
41.71 
42.14 
41.61 
38.22 
36.05 
33.77 
33.28 
37.72 
39.44 
39.82 
42.28 
45.00 
45.15 
45.72 
50.02 
45.57 
45.58 
44.00 
49.78 
52.48 
50.27 
48.36 
50.78 
47.47 
49.09 
56.27 
54.62 
58.01 
58.15 
58.31 
59.10 
58.27 
61.60 
61.49 
59.14 
57.06 
57.19 
58.79 
56.42 
54.75 
54.20 
61.30 
63.57 
62.37 
62.70 
62.54 
62.85 
63.81 
63.80 

EndofWk 
Close 

48.12 
40.42 
42.50 
43.79 
49.27 
43.51 
40.03 
37.52 
34.98 
37.18 
38.69 
43.00 
46.09 
46.30 
48.29 
49.13 
49.98 
51.44 
46.58 
46.16 
49.27 
53.80 
54.36 
52.00 
53.30 
50.90 
50.37 
56.83 
57.99 
57.52 
61.37 
60.82 
61.95 
60.63 
62.04 
62.55 
62.40 
59.50 
57.38 
59.79 
63.53 
57.73 
55.14 
62.36 
63.55 
65.05 
63.19 
65.22 
64.18 
63.38 
66.23 
63.90 

Volume 
6144300 
9696200 
9453600 
5975900 
5917800 
6942700 
7314700 
6853900 
7899100 
6392900 
6342300 
6494200 
7545100 
6126000 
6481100 
6595200 
5a?7700 
6486000 
5612700 
4459100 
6780000 
5470400 
3859600 
4369300 
4938900 
3592500 
4381400 
4451600 
5857400 
3731400 
3914800 
3515200 
2951600 
2872000 
3582700 
4488800 
3648200 
3029400 
4266000 
3177500 
3908200 
7512900 
7238300 

10401200 
4932500 
4268600 
32B9200 
3899500 
3903000 
3329700 
1939500 
1329800 

Shares 
Outstanding 

506,430,904 
506,430,904 
506,430,904 
506,430,904 
503,193,533 
503,193.533 
503,193,533 
503,193,533 
503,193.533 
503,193,533 
503,193,533 
503,193,533 
503,193,533 
503,193,533 
503,193,533 
504,104,879 
504,104,879 
504,104,879 
504,104,879 
504,104,879 
504,104,879 
504,104,879 
504,104,879 
504,104,879 
504,104,879 
504,104,879 
504,104,879 
504,104,879 
504,304,711 
504,304,711 
504,304,711 
504,304,711 
504,304,711 
504,304,711 
504,304,711 
504,304,711 
504,304,711 
504,304,711 
504,304,711 
504,304,711 
504,304,711 
504,549,218 
504,549,218 
504,549,218 
504,549.218 
504,549,218 
504,549,218 
504,549,218 
504,549,218 
504,549,218 
504,549,218 
504,549,218 

Capitalization 
($000) 
24,369,455 
20,469,937 
21,523,313 
22,176,609 
24,792,345 
21.893,951 
20.142,837 
18,879,821 
17,601,710 
18,708,736 
19,468,558 
21,637,322 
23,192,190 
23,297,861 
24,299,216 
24,766,673 
25,195,162 
25,931,155 
23,481,205 
23,269,481 
24,837,247 
27,120,842 
27,403,141 
26,213.454 
26,868,790 
25,658,938 
25,391,763 
28,648,280 
29,244,630 
29.007,607 
30.949,180 
30,671,813 
31,241,677 
30,575,995 
31,287,064 
31,544,260 
31,468,614 
30,006,130 
28,937,004 
30,152,379 
32,038,478 
29,127,626 
27,820,844 
31,463,689 
32,064,103 
32,820,927 
31,882,465 
32.906,700 
32.381,969 
31.978,329 
33,416,295 
32,240,695 

Note: Capitalization calulated using close of week price multiplied by the number of shares outstanding. 

http://ichart.finance.yahoo.com/table.C5v7s=UNP&a=00&b=1&c=2004&d=00&e=3&f=2009&g=w&ignore=.csv
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Total Market Value for BNI, CSX, NSC, and UNP combined 
Based on close price on last trading day of week and shares outstanding from 10-K and 10-Q. 

Trading Days For Week 
Beginning 

1. IVIonday, January 05, 2009 
2. IVIonday. January 12, 2009 
3. Tuesday, January 20, 2009 
4. Monday, January 26, 2009 
5. Monday, February 02, 2009 
6. Monday, February 09, 2009 
7. Tuesday, February 17, 2009 
8. Monday, Febmary 23, 2009 
9. Monday, March 02, 2009 

10. Monday, March 09, 2009 
11. Monday. March 16, 2009 
12. Monday. March 23, 2009 
13. Monday, March 30, 2009 
14. Monday, /\pril 06, 2009 
15. Monday, Apri l l 3, 2009 
16. Monday, April 20, 2009 
17. Monday, April 27, 2009 
18. Monday, May 04,2009 
19. Monday, May 11,2009 
20. Monday, May 18,2009 
21. Tuesday. May 26, 2009 
22. Monday, June 01, 2009 
23. Monday, June 08, 2009 
24. Monday, June 15, 2009 
25. Monday. June 22, 2009 
26. Monday. June 29,2009 
27. Monday, July 06, 2009 
28. Monday, July 13, 2009 
29. Monday, July 20, 2009 
30. Monday, July 27, 2009 
31. Monday, August 03,2009 
32. Monday, August 10,2009 
33. Monday, August 17,2009 
34. Monday, August 24,2009 
35. Monday, August 31, 2009 
36. Tuesday. September 08.2009 
37. Monday, September 14, 2009 
38. Monday, September 21,2009 
39. Monday, September 28,2009 
40. Monday, October 05, 2009 
41. Monday, October 12, 2009 
42. Monday, October 19, 2009 
43. Monday, October 26, 2009 
44. Monday, Novemt>er 02, 2009 
45. Monday, November 09, 2009 
46. Monday, November 16, 2009 
47. Monday, November 23, 2009 
48. Monday, November 30, 2009 
49. Monday. December 07, 2009 
50. Monday. December 14, 2009 
51. Monday, December 21, 2009 
52. Monday, December 28, 2009 

End 
Friday, January 09, 2009 
Friday. January 16, 2009 
Friday, January 23,2009 
Friday, January 30,2009 
Friday, February 06, 2009 
Friday, Febmary 13, 2009 
Friday, Febmary 20, 2009 
Friday, Febmary 27, 2009 
Friday, March 06, 2009 
Friday, March 13, 2009 
Friday, March 20, 2009 
Friday, March 27, 2009 
Friday, April 03, 2009 
Thursday, April 09, 2009 
Friday, April 17, 2009 
Friday. April 24, 2009 
Friday. May 01, 2009 
Friday, May 08, 2009 
Friday, May 15, 2009 
Friday, May 22, 2009 
Friday, May 29, 2009 
Friday, June 05, 2009 
Friday, June 12, 2009 
Friday, June 19,2009 
Friday, June 26, 2009 
Thursday, July 02,2009 
Friday, July 10, 2009 
Friday, July 17, 2009 
Friday, July 24,2009 
Friday, July 31,2009 
Friday, August 07, 2009 
Friday, August 14, 2009 
Friday, August 21, 2009 
Friday, August 28, 2009 
Friday, September 04, 2009 
Friday, September 11.2009 
Friday. September 18,2009 
Friday, September 25,2009 
Friday, October 02, 2009 
Friday, October 09, 2009 
Friday, October 16,2009 
Friday, October 23, 2009 
Friday, October 30, 2009 
Friday, November 06, 2009 
Friday, November 13, 2009 
Friday, November 20, 2009 
Friday, November 27, 2009 
Fnday, December 04, 2009 
Friday, December 11, 2009 
Friday, December 18, 2009 
Thursday, December 24, 2009 
Thursday, December 31, 2009 

Capitalization 
($000) 

$80,753,738 
68,029,714 
67,220,953 
70,483,477 
77,973,018 
69,800,356 
64,203,838 
60,303,783 
54,410,344 
57,511,263 
58,995,952 
66,395,327 
71,021,179 
71,107,013 
73,590,127 
73,558,449 
73,412.342 
76.731,567 
69.986,492 
70,364,043 
75,521,381 
81,484,583 
83,100,410 
79.148,840 
81.118,182 
76,387,331 
74,843.399 
84,115.922 
88,523.910 
87,365.023 
93,849,065 
93,629.992 
95,215,020 
93,544,497 
95,321.406 
96,642,903 
94,786,811 
90,356,729 
88,001,912 
92,530,678 
97,855,092 
90,315,363 
87,171,758 

102,441,556 
103,641,358 
104,213,563 
102.824.424 
105,612.511 
104,365.306 
103,622,430 
106,654,635 
104.134,577 

Average $83,349,876 
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Appendix J Page 1 of 1 

Cost of Common Equity using tlie 

Multi-Stage Discounted Cash Flow Model 

The cost of equity for each firm (r,) in the Surface Transportation Board's interpretation ofthe 

Momingstar/Ibbotson three-stage DCF model is the solution to the following equation:' 

IBEI„o(Ug,3) 
\t 10 . 

\io 
_ f CF,o(Ug„y f CF,3(l + g„) n-g„ 

where 

MVjo = market value of equity for firm / in year 0 (i.e., the year for which the cost of equity is being 
estimated); 

CF„ = average cash flow for firm / at the end of year /; 

gi, = eamings growth rate for firm / in stagey (/ = 1. 2, or 3); 

/*,= the cost of equity for firm /; and 

IBEI,o = lBEIo(l+gi)'(l+g2)'. 

Note that IBEIQ is determined by the same process as CFQ (See Table IS in text). 

Cost of Capital Yearbook, 2008, Momingstar, Inc., p. 24. 
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Cash Flow Calculation 

Appendix K Page 1 of 4 

BNSF 

($ in millions) 
Revenue 
Net Income 
Extraordinary items 

Depreciation 
Deferred Taxes 
Capital Expenditures 

Cash Flow 
Cash Flow / Revenue 

NIBEI / Revenue 

1 
2005 

' - 12.987 
i.53^i^; 

0 

•1,'675 
217, 

, '• 1,750.-

1,073 
0.08262 

0.11789 

2 
2006 

; T4,985' 
.; 1,887 

" o;. 

.•i.'isO' 
/ 314 
l l 2 ; o i 4 

1,317 
0.08789 

0.12593 

3 
2007 

'15,802' 
1,829 

0 

; . / l , 2 9 3 ' . 
..' "280 . 

2;248 •• 

1,154 
'• 0.07303 

0.11574 

4 
2008 

; ig.oi8 
2,115 
••• 0 ' 

1,397 
"417 . 
2^175 

1.754 
0.09735 

0.11738 

5 
2009 

14,016 
1,721: 

' \ 0= 

.1.537; 
'612 

. 2,724 

1.146 
0.08176 

0.12279 

Total 

75,808 
9,083 

0 

6.432 
1.840 

10.911 

6,444 
0.08500 

0.11982 

ibbotson Smoothed Cash Flow = $14,016 x 0.08500 = $1,191.42 
ibbotson Smoothed Net Income BEI = $14,016 x 0.11982 = $1,679.34 
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Cash Flow Calculation 

CSX, Corp. 

($ in millions) 
Revenue 
Net Income 
Extraordinary Items 

Depreciation 
Deferred Taxes 
Capital Expenditures ' 

Cash Fiow 
Cash Flow / Revenue 

NIBEI / Revenue 

1 
2005 

. ; 8,618;. 
.. 1.145' 

425 ; 

. ... 833 
• • -' -46 

1,136 

371 
0.04305 

0.08355 

2 
2006 

• '9,566 
1,310 

' .',• -̂  0 

•' 867 
.• ••.42 

-.1,639 

580 
0.06063 

0.13694 

3 
2007 

10,030 , 
, ' 1 , 3 3 6 

1'10 

890 ; 
272 

,1,773 

615 
0.06132 

0.12223 

4 
2008 

11,255 
•1,365 . 

0 

'9 ' i8 ; 
435 

1,740 

978 
0.08689 

0.12128 

5 
2009 

. . 9;041 
1,152 

. .15 

908' 
436^ 

.:'"1.447 

1,034 
0.11437 

0.12576 

Total 

48,510 
6,308 

550 

4,416 
1,139 
7,735 

3.578 
0.07376 

0.11870 

Ibbotson Smoothed Cash Flow = $9,041 x 0.07376 = $666.85 
ibbotson Smoothed Net Income BEI = $9,041 x 0.11870 = $1,073.14 
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Cash Flow Calculation 

Norfolk Southern 

($ in millions) 
Revenue 
Net Income 
Extraordinary Items 

Depreciation 
Deferred Taxes 
Capital Expenditures 

Cash Flow 
Cash Flow / Revenue 

NIBEI / Revenue 

1 
2005 

' 8,527'• 
1,281 

-;o • 

^ 787 
;• 80 
1;P25 . 

1.123 
0.13170 

0.15023 

2 
2006 

" .9;407 
'-••• VA8f 
' •• ' 0 

.' " ' ,750 
'' -8 

.'.vi.1'78 

1.045 
0.11109 

0.15744 

3 
2007 

; .9.432 
,̂  '1.464 

0 

. 7 8 6 . 
125-

• 1.341. • 

1,034 
0.10963 

0.15522 

4 
2008 

10,661 r 
1,716 

0 ' 

V '}815 
• 290 . 

....1.558 

1,263 
0.11847 

0.16096 

5 
2009 

: 7,969 
, 1,034! 

0 

• 845; 
. '\338 

.;' l i;299 

918 
0.11520 

0.12975 

Total 

45,996 
6.976 

0 

3.983 
825 

6.401 

5.383 
0.11703 

0.15167 

Ibbotson Smoothed Cash Flow = $7,969 x 0.11703 = 
Ibbotson Smoothed Net Income BEI = $7,969x0.15167 

$932.63 
$1,208.62 
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Cash Flow Calculation 

Union Pacific Corp. 

($ in millions) 
Revenue 
Net Income 
Extraordinary Items 

Depreciation 
Deferred Taxes 
Capital Expenditures 

Cash Flow 
Cash Flow / Revenue 

NIBEI / Revenue 

1 
2005 

" 13.578 
1,026 
, -0 

. 1,175 
320 

;:,. 2,169 > 

352 
0.02592 

0.07556 

2 
2006 

'• ,15,5>8'; 
; 1,606 

. 6 : 
1 

-.̂  1.237 , 
. 235 

2.242 

836 
0.05367 

0.10309 

3 
2007 

"16.283 
; 1.855 

b 
. .. 1,3^1 

332 
2,496 

1,012 
0.06215 

0.11392 

4 
2008 

17,970 
^ 2,338 

.̂  , 0, 

• .1,387^ 
• 547' 

; ; 2,780 

1,492 
0.08303 

0.13011 

5 
2009 

14,143. 
1.898" 
. ,. o! 

1.444 
. , 723: 

, 2,384^ 

1,681 
0.11886 

0.13420 

Total 

77,552 
8,723 

0 

6,564 
2,157 

12.071 

5.373 
0.06928 

0.11248 

Ibbotson Smoothed Cash Flow = $14,143 x 0.06928 = 
Ibbotson Smoothed Net Income BEI = $14,143x0.11248 

$979.86 
$1,590.80 
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Railroad Cost of Capital - 2009 Appendix L Page 1 of 5 

2009 Median Growth Rates for MSDCF 

Analyst Growth Rates from IBES December 31 
Rate 6 Median 

12.00 % 
11.60 
12.00 
13.10 

Company 
BNI 
CSX 
NSC 
UNP 

Ratel 
7.1 

11.6 
2.8 

13.1 

Rate 2 
14.0 
15.0 
15.0 
10.0 

Rate 3 
12.0 
10.0 
12.0 
15.0 

Rate 4 
— 

11.5 
12.0 
13.0 

Rates 
— 

13.0 
12.0 
15.0 

Simple Average of Medians = 12.18 percent. 
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2009 Median Growth Rates for MSDCF 
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2009 Median Growth Rates for MSDCF 
CSX 
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2009 Median Growth Rates for MSDCF 
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2009 Median Growth Rates for MSDCF 
UNP 
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Market Value Data for MSDCF 
Stocl( Price for BNI - December 31, 2009 

BNI Histonc'al Pnce's for BURLINGTN-^N.SANTE FE-, Yahool -Finance 

HI; Clyde | Sign Out I Halp ''MakeVrMyiHamBpage Yahool 

'XWflpOl^ FINANCE I search 

DOK ^0.90<M>N<ldaq.4. .1- . I l<HlL 

Mail 

Wab Search 

R i J in I S 2Dia 3i99PMEr-U.S. M a H n t i d o l e ia I m b 

SET QUOTES ll FInance.Search 

Burlington'Northern Santa.Fe^Corp.- (BNI) M 3:44PM ETi 99.21 0 00(000%) 

'7Online Trades 

Scottrade 
1 i] r r " E ^ T R A D E 

l'.L.l-.il'4.i.'."..-

Hlstorjcai Prices-

SET DATE RANGE 

/start Date:- Dec [^..^S 

End-Date:". p,ec'r]V31 

Qet H b l i i r i c a l M c e s for i \ S S J 

ADVERTISEMEN f 

2009 

-2009 

E g , . J a n l , 

|~GefPi1ces 

•CWfeekly^ 
• ;G "Monthly" 
^Q. Dividends ,Only -

First I Prev-I .Next | Last 

'Date Open̂  High Low, Close 'Volume ^r f l -L i . 

31-Dec-09 9883 98 77 98 59 98 62 990300 98 62 

'3CI-Dec.09 9849 98 73 98 45 98 73 1.523.100 96 73 

29-Dec-ci9 98'48 98£9 9845 98 45 1,112.400 98 45 

* ClosB price a 4 usted for dividends and splits. 

-Fir^l Prev | Next | Last 

I'S'Downioad To Spreadsheet • 

< • / : ~ 

BanlcAineHcanl'̂ '' Power 
Rewaids* Vba* Card. ' 

^ \ • f ' 

Eam triple points on-
gas, gipcety and 
dnJgstoie purchases 

- for the first six .months. 

" ' . ' I 

' • • • , % . . ' ' ^ ' ^ 

" p t a y C * 

- - - , 1 
, . ! « . . . " " i f 

"•• ~'^ ' ^ ^ — 

Vv'Bankof America ^ r ^ , 
. i ^ . t i in l io fOpimuni l f - . •". •. . 
. "l.* * ••.• •• ^.. 

B Add lo Portfolio ''Cl Set Alert 'ia Einail to a FnencI 

http//finance yahoo com/q/hp7s=BNI&aF=ll&b=29&c=2009&d^ll&e=31&f=2009&g=d 1/15/2010 
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iVIaricet Value Data for MSDCF 
Stocl( Price for CSX - December 31, 2009 

CSX Historical -Pnces fori l 'S X CP. - Yahool Finsmce 

Hi, Clyde j Sign Out | Help Make-Y! My Homepage Yahool Ivlail 

" ^ X l i p O f i FINANCE !• Search " " " 

D o v - ^ 0.94.<H> H a i l l a q 4 - 1.24<») 

] [ Web Search 

FM, Jan 13, 2010 402PI<IET=U.S. M e r i i e b closed 

'/•-•- '"••'.' - r' \ 
r ' OET CniOTES -1! •'Finance Search 

CSX Corp. (CSX). 

Scottrade 
At 3.47PM ETi 49 .99 4.0:56(1.11%) 

100^ 
'̂ FREE TRADES 
UTHDC S I C M I T I K / L L C ' ^ ^ ' ^ 

Trade Now IQ.AMERI'TIIADGI 

Historical Prices^ 
SET DATE RANGE 

Get H i s t a i r i c a l P H c e s f o r i 

ADVERTISEMENT 

(G°] 

Start bate: Dec'H.^g' 

End-Date:- Dec'Q--31 

.-2009 

2009 

Eg. Jan 1 , 
.2003 ' 

rei; Daily 
; 3 Weekly 

G Monthly 
fJ: Dividends Only 

|".0e1-PrlcesF| 

First I Rrev | Next | Last 

Adj 

-^1 

Date Open High 'Low Close Vblume'- Q | n „ . u.. 

'31-Dec-09 4929 492? 48.45 48 4̂9 1.7021600 48 49 

.30-DecOg 4906 49 27 48 74 4912 1.3551000 49 12 

29-bec^)9 4947 49 80 49 1.1 49.16 1.421;200 .49 16 

- * d o s e p n c e ec |us ted For d iv idends a n d spl i ts. 

First I Prev j Next TLast 

fin DiawnloadToSpreadsheet 
It's Better-

In The 

Sabarnss. 

a Add to Portfolio Wf Set Alert a Email to a Friend 

http//finance yahoo com/q/hp?s=CSX&a=liab=29&c=2009&d^ll&e=31&f=2009&g=d 1/15/2010 
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IVIarlcet Value Data for l\/ISDCF 
Stock Price for NSC - December 31, 2009 

NSC Hstorical'Pricesfor NORFOLK SO CP -Yahool Finance 

Hi ,ayde j Sign Out | Help Makej-Yi'-MyVHomepagê  

• " i X U p O f i B FINANCE ^^^ ra i ^T 

Dow 4 0.«4<VI> Nasdaq 4 1.244«< 

Yahool Mail 

] | .Web Search |. 

FM, ian.lS, 20ia-403PMET-U.S. MariKb dosed 

f GET QUOTES J. Finance Search 

Noifolk Southern Corp. (NSC) 

['Eei AMERrTRAOE] 1 0 0 * 
[FREETRADES • 
E«Tuoe i icwit i i f LLC'*' ' 

At3i4SPr4~ETi62.66 4.0:49 (paild) 

Scottrade 

Historical Prices 

SET DATE RANGE 

'-Start Date:''Dec Q ^9 

End Date:. D e c Q 31 

2009 

-.2009 

aet Historical Prices for: ' l £ 2 J 

APVER'nSEMaiT 

Eg. Jan 1 , 
2003 

"SJ Daily. 

O Monthly 
O Dividends Only 

PRICES 

Date 

31-Dec^)9 

•30-Pec-09 

29-Dec-09 

Open 

5319 

5320 

5377 

J Get'Prlces 

.High Low 

53 30 52 38 

53 50 53 08 

5339 53 29 

* Close price adjusted for divi 

D 

First 1 Prev [ Next j Last 

Close Voiume 

52 42 1,164000 

53 24 993800 

53 30 1,021;5GO 

dends and splits. 

.Adj 
Close*' 

52 42 

53 24 

53 30 

First 1 Prev | Next I Last 

I**! Download To Spreadsheet 

15 Add to Portfoio 'C Sel Alert 3 Email to a Friend 

http //finance yahoo com/q^hp?a=l l&b=29&c=2009&d=l l&e=31&f=2009&g=d&s=NSC 1/15/2010 
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JMariiet Value Data for IVISDCF 
Stocl( Price for UNP - December 31, 2009 

UNP'.Histoncal H-ices forUNIONPACIFIC- Yahool Finance 

H i , a y d e | Sign^Oufi Help Make Y! My Homepage Yahool Mail 

"VAf lOOf. FINANCE l Sean:h" " " " 

Dow ^ e.94<U> Nasdaq i 1.24<Mi 

i l Web Search | 

Rl, Jm 13. 2010 403>MEr-II.S. Maifceb closed 

r GET QUOTES'] 
I? • • ' i J • ' . 

Finance Search 

Union Pacific Corp.-(UNP) At 3l4ePM ETI 65 .36 >.1J1Z {^SiV>) 

wmmL' 
l-llstorical Prices 

SET DATE RANGE 

Start Date: . 'Dec'Q 29 

End'Date:',D.ec'Pl 31 

D-ade Now l o a a § AMERmiADG 

(FREE TRADES 
CttlfHK SRwImr'LLC " 

Get Historical Prices for: -I ̂ ^ \ 

ADVERTISEMENT 

Co:; Daily 

2009 • iSoa"^ ' GWfeeMy, 

2009 ••C Monthly. 
G Dividends Only 

[-''Oet Prices 

First I Prev | Next | Last. 

Adj 
Date Open High Low Close Volume . r in ie ' 

31-Dec-09 B475 64 90 63 60 63 90 i:470iB00 63 90 

30-Dec-a9 6532 65.42 64 82 64 90 1.419300 64 90 

29-Dec-a9 6562 66 01 65 36 65 36 1.254000 65.36 

* Closa price acjustad for dividends and splits. . 

•First I Prev I Next! Last » p Q R J . U S T 

rn Downloa d To Spreadsheet 

TRADE 
ONlllNE 

$7 
'Vr 

tS^itriadei 

la Add to Portfolio 'g Set Alert Ê  Email toa Fnend 

http //Finance yahoo coin/q/hp7a=ll&b=29&c=2009&d=ll&e=31&f=2009&g=d&s=UNP 1/15/2010 
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Market Value Data for MSDCF 
Shares Outstanding for BNI - December 31, 2009 

elOvq 
Talile of CoMtentB 

UNITED STATES 
SECURI'nES AND EXCHANGE COMMISSION 

WASHINGTON, D .C'. 20549 

FORM 10-Q 
(MukOie) 
E QUARTERLY REPORT PURSUANT TO SEC'nONls'OR 1 S;<?l OF THESECURmES EXCHANGE ACT OF 1934 

For the'quarterly period ended September 30. 2009 

OR 

d TRANSITION REPORT PURSUANT TO SECTION 13 OR 13(($ OF THE SECURITIES EXCHAHOE ACT:'OF°1'934 

For the transition penod from to 

'Commisaon'^file number ''1-11535 

BURLINGTOlSf NpRTHERN SANTA FE;CORPdRATION 
(Exact name of reglsta:aiitas9ecined''in'itscKarter) 

•Delaware 41-1804964 . 
(State orotherJurisdictioiL (1-Jl.SL Employer 

of fncoiporatimioroEiBanization) ^Identification-No J|̂  

2650 Lou Menk Diiire 
FortWorth,Texas 

\ A i dress of p'rinc^ al execatir^e^oSkes) 

76131-2830 
(Z9 Code) 

(800) 795-2673 
Registrant 's t e l ^ lione,number, fachiding area code) 

Indicate'by clisck mariE whether the'regLstiant (1) has filed all'reports required to be filed by Section 13 or I X ^ ' of the-Securities Exchange Act 
of 1934 dunng the p:ece(fingl2'months(or for sucH shorter penod fhat the re^strenl was required to file such reportsX andC2) has'tieen^subject. 
to sucli filing requirements for the past 90 days Yes |x | No | | 

Iridicate by check mark whether the registranl has submitted ^ectromcally and posted on its, corporate Web nte, if ax:yp every Interacliire Data • 
Fde required to be, siibmitted and posted pursuant to Rule 403 cf Regpla1ionS-T,(§232 40.3. of this'chapter) during the preceding 1-2 rhoriths (or 
for such shorter penod that the registrezft was reqiared to submit and post such files)' ^Yes^[x] --No^ [.̂ ] 

Indicate by check mark whether the regLStrant is.a large'accelerated filer, an accelerated, file^v a nottaccelerated filer, ^or.e smaller ̂ reporting' 
company •• See the definitions of "largp accelerated_^filer"i "accderated filer" and "smaller,reporting company in Rule l_2b-2 of the'Ex change 
Act "̂  Laigeaocderated Gler-[x] Alccelerated filer [J^Non-aceelerated filer |v | Smaller npor tmg comp any [ ] 

Indicate bjr check mark whether the regstrant IS a £hell compeny (as defined in Rule 12b-2 ofthe ExchengpAcf) Tes | | No [x] 

Indicate fhe number of shares outstandingof each of ttie issuer's classes of commonstocl^ as of the latest practicable date 
Siares 

Ontsiandmg at 
Class October 13,2009 
Commonstocl^ $.01 per value 340,^3,006 diares 

http / / w w w sec gov /Arch ives /e4gar /da ta /934612/000095012309052564/d68781e l0vq htm 1/6/2010 
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Market Value Data for MSDCF 
Shares Outstanding for CSX - December 31, 2009 

fomi_IO-q.lUin' 

UNITED STATES. 
,SECURmGS,A>n3 nXCHANGECOMMLSSION 

WASHINGTON. D.C 20549' 

. F O R M ' i b ^ 

(X) Q U A R I - E R L Y REPORT PURSUANT TO SECTION I'j'OR 15(d) OF THESEC'URITIES EXCHANOE ACT OF 1934 -

' For tlie quaiterly period enilcd September 25,2009 

OR 

C ) TRANSITION REPORT PURSUANT TO SECTION 13 OR 1 Sid) OF THE SECURITIES EXCHANOE ACT OB 1934 • 

For llie,lniiuilioii |)enod Tram _ _ _ ^ _ to . 

Coiiimistion File N'liinber V'HOTl 

CSX.CORPORAT ION. 
^ , (^Jiacl mme,t^.re^slroHl as specifitti in lis chahirl 

Vlrianla. " • • .- • - CZ^'lbsiyTJ-
(Slate e>rfiiherjunsebctu>n t>f̂ mce>rporolion ew'or^pnizaiion) t^^^ ' Employer Jdeniijicalion ^ o ^ -

500 WaterStreelilSlh j loor. .facJBonvlile.FJ 32202-^ ('904)359-3200 
(Address ofgnneipalexeeuhve^^ffKa) „,. '(ZipCodt) {Tehphone uimtKr; includmg ivea'code). 

, . - . ^ ' . - . . . , . . . ^ .NoClBiige . ' ' . " . ' . , ' ' ' " -1- - - . - . . - ' • - - . . "^ 
(Fanner noneV fonner address and fpraier-fiscal year,' ir chniigecl since last report^) 

IriHicale'by^ 9^<'H inark whellKr'incnsgislfain (I) luU'Eiled all reperrtV required to be filed by. Section 13.'or I Sfciyctrrihe'Secmiics'E.'cchiuige Act.. 
. or 1934 diving the jirecedii^ 13 'moittlis (ar.farsuchsliorter penod that the tegisi'niht vma reqiiiKd to file nich repnts), and'(2) lias beeiiTsubject 

to such Filing lequirenwms for tlie past 90 daj-s. '' 
V « ( X F N p ( )' ' ' • 

Indicate by check marie wlietltcr the registrant has subniitled electronically and poslAd'dn its corporate Website, if atiy,_,eveiy.Iiilcractjve Data 
File leqiiired to be aubinitled and posted putsinnljto Rule 4bS.'of Regulation S-T-'($232^405 ofthis chapter) during'tlie'piecediiig>12 months (or 

" for siieh shorter penod that Ihe regislrnnt was lequiredio siibmil and post siidi files).' ' "" ~' ' 
' •' .Yes(X) No<) " . - . V. •.' 

Indicate b>' cliecic niark-wjiedicr tlw registrant, is tflargc aeoblenitcd filer, an accelenlcd fikr, or a iion-accclenilcd filer. See definition of 
' "accclcmled filer and large^apeelcnited'filei^ in Rule 121^2 of tile Eixcliange Act. (clKck one) 

Lorge^Accieleratcd Filer (X) Accelen>tcdFiler.( ) Non-accelerated Filer ( ' ) 

'Indicate by.a check' inark wliellier'ilie ivgistniiit is a shell company (as defuied iii Rule 12b-2 of ilw Hxclnfigti Ad)! 
"lYoC') No(X), 

Tlierc were 392,558,925 riiares of conimon slock oiitstandingiOn September 25.2009 CUie latest practicable date thai.is closest to llie'filing'date) 

http://mvw.scc.gov//\rchivcs/cds.ir/dala/27794&'000027794809000164/ronn_10-q.htin 1/6/2010 

http://mvw.scc.gov///rchivcs/cds.ir/dala/27794&'000027794809000164/ronn_10-q.htin
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Market Value Data for MSDCF 
Shares Outstanding for NSC - December 31, 2009 

Norfolk. Soutliem'Corponition 'Itiircl Quarter 2009 Form 10-Q 

Indicate the number of shares outstanding of each ofthe issuer's classes of common stock, as ofthe latest practicable 
dote. 

a a s s Outstanding at September 30.2009 
Common Stock (Sl.OO par value per share) 367,893,915 (excluding 20,473,569 shares held by 

the registrant's consolidated subsidiaries) 

http://\vww.sec.gov/Archivcs/cdgar/data'702165/000070216509000170/nsc3q09s.htm I /6/2010 

http:///vww.sec.gov/Archivcs/cdgar/data'702165/000070216509000170/nsc3q09s.htm
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Market Value Data for MSDCF 
Shares Outstanding for UNP - December 31, 2009 

-Form lOiQ 

10-Q 1 dlOq:'litni FORM 10-Q 

XnU'U'lLCsnlfnlj 

tlNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

FORM lO-Q 
(Mark One) 

0 QUARTERLYREI'ORT.PURSIJANT TO SECTION 130R ISfdjOFTHE 
SECURIT IES EXCHANGE ACT OF 193.1 

For the quarteriy pcrimi ended .September 3U,' 2009 

•OR 

" a fl&NSITION REPORT PURSUANT TO SECTION U O R I.VdlOFTHK 
SECURITIES EXCHANOE ACT OF 1934' 

For llioiransitioii period from , 

Commission FUe Number t.'607S 

UNION PACIFIC CORPORATION 
(li.\act iiuniti of rcgiilranl ns .s|Ncincd ui iUi ctiartcrj 

UTAH 13-26264<iS 
(Slate or otlwr jiinsdiclioii of . (I R.S. Umpluj'cr 
incorporation or oigaiiiznlion) Identificalion No ) 

1400 DOUGLAS STREET, OMAHA, NEBRASKA 
(Acklreu orpriiici]»l execulive ofTices) 

68179 
(Zip Code) 

(402):544-50»0 
^Ketjiilranl's teleplioiic niunliei, includuig area code) 

Indicate byclieck maifc wlielher Ihe rcgBlram (II has filed all repoiti reiiuired to be llled by .'Section l3'or 15(d) oflJie Seciu'iliea.Exchaiige'Act 
of 19.V1 dining (lie preceding 12 iiioiillu (or for Midi aliortcr (leriod Uui the ivgislraiit was requiied to file such ivports), and (2) has been subject 
to such filing requirements for the past 90 days. 

B Yes a , N d 

Indicate by clieck mark ulic'llier tlic ivgistraiit lus submitted elcctitMiically and iiostcd on its corpumtc Web site, if any. tfvct>' Interactive Data 
Filu-reqiiu-od to .be siibinitted and posted ptiniudiil to Rule/lOS of Regulation S-T ({232.405 of diis cliapterl fhiruig tlie pivcechtig 12 uionUis (or 
for sucli sliort<9'.period tlul die rcgialnint was required td'submil and |xut suck filcsV 

B Yes O No 

liKlicate by check' mark whcllicr llie negistraiil is a' large accclenilcd^filcr, an accclcmled filer, a iioii^accelcrated filer, or a snialler rqioniiig 
cxnniiany Seis the ilefiniliuns uf "laige accelenitecl filer," ~aeceleniteil filer" and "smaller iv|iorlifig coiii|iany" in Rule 12li-2 of Ihe Fixcieiifte 
Act 

Laiige aceelcinled filer B Acceleralcd filer Q Non-accelersited filei D Snialler reporting coin|Miiy D 

hidicaie ti}* check mark wlietlier tlie regismuit is a shell coni|Muiy (aa defined in Rule 12I>.2 of tlie Act) 

a Yes B No 

As uf Oclober 16, 2009, lliera were 504.549.218 sham of Ille Regisliain's Common Slock uiiistandiiig 

http://ww\v,scc.gov/Archivcs/cdgar/data/10088S/000n93l230921207S/dl0i|.htin l/6y20IO 

http://ww/v,scc.gov/Archivcs/cdgar/data/10088S/000n93l230921207S/dl0i%7c.htin
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2009 Cost of Equity Using STB's IMSDCF 

Appendix N Page 1 of 1 

Company 
Year 

Inputs 
Initial Cash Flow 
Input for Terminal CF. 
Stage One Growth 
Stage Two Growth 
Stage Three Growth 

Year 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

Terminal 

Sum of Pres. Values 
Market Value (input) 

Cost of Equity 

Prev. Yr. Cost of Equity 

BNI 
2009 

$1,191.42 
$1,679.34 

12.0% 
12.2% 
5.8% 

Val. 12/31 
$1,334 

1,495 
1,674 
1,875 
2,100 
2,355 
2,642 
2,964 
3,325 
3,729 

76,199 

13.10% 

16.32% 

Pres Val. 
$1,180 

1,168 
1,157 
1,146 
1,135 
1,125 
1,116 
1,107 
1,098 
1,089 

22,252 

$33,573.70 
$33,573.70 

CSX 
2009 

$666.85 
$1,073.14 

11.6% 
12.2% 
5.8% 

Val. 12/31 
$744 
831 
927 

1,034 
1,154 
1,295 
1,453 
1,629 
1,828 
2,050 

45,580 

13.46% 

16.79% 

Pres Val. 
$656 

645 
635 
624 
614 
607 
600 
593 
587 
580 

12,894 

$19,035.18 
$19,035.18 

NSC 
2009 

$932.63 
$1,208.62 

12.0% 
12.2% 
5.8% 

Val. 12/31 
$1,045 

1,170 
1,310 
1,468 
1,644 
1,844 
2,068 
2,320 
2,602 
2,919 

44,319 

14.83% 

19.75% 

Pres Val. 
$910 
887 
865 
844 
823 
804 
786 
767 
750 
732 

11,117 

$19,285.00 
$19,285.00 

UNP 
2009 

$979.86 
$1,590.80 

13.1% 
12.2% 
5.8% 

Val. 12/31 
$1,108 

1,253 
1,418 
1,603 
1,813 
2,034 
2,282 
2,560 
2,871 
3,221 

76,606 

13.02% 

13.95% 

Pres Val. 
$981 

981 
982 
983 
983 
976 
969 
961 
954 
947 

22,524 

$32,240.70 
$32,240.70 
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BERKSHIRE HATHAWAY INC. 

BNSF Investor Contact: Linda Hurt Berksliire Hathaway Contact: 
(817) 352-6452 l\/larc Hamburg 

402-346-1400 
BNSF Media Contact: Jolin Ambler 
(817)867-6407 

BERKSHIRE HATHAWAY INC. TO ACQUIRE BURUNGTON NORTHERN SANTA FE 
CORPORATION (BNSF) FOR $100 PER SHARE IN CASH AND STOCK 

BNSF win continue to operate from its Fort Worth, TX headquarters and will 
become a wholly owned subsidiary of Berkshire Hathaway 

FORT WORTH, TX / OMAHA, NE - Nov. 3, 2009 - The boards of directors of Berltshire 
Hathaway Inc. (NYSE: BRK.A;BRK.B) and Burlington Northem Santa Fe Corporation 
(BNSF; NYSE: BNI) today announced a definitive agreement for Berkshire Hathaway to 
acquire for $100 per share in cash and stock the remaining 77.4 percent of outstanding 
BNI shares not currently owned to increase its holdings to 100 percent. Based on the 
number of outstanding BNI shares (including shares currently owned by Berkshire) on 
Nov. 2, 2009, the transaction is valued at approximately $44 billion, including $10 billion 
of outstanding BNSF debt, making it the largest acquisition in Berkshire Hathaway 
history. 

"Our country's future prosperity depends on its having an efficient and well-maintained 
rail system," said Wanen E. Buffett, Berkshire Hathaway chainnan and chief executive 
officer. "Conversely, America must grow and prosper for railroads to do well. 
Berkshire's $34 billion investment in BNSF is a huge bet on that company, CEO Matt 
Rose and his team, and the railroad industry. 

"Most important of all, however, it's an all-in wager on the economic future of the United 
States," said Mr. Buffett. "I love these bets." 

"We are thrilled to have the opportunity to become a part of the Berkshire Hathaway 
family," said Matthew K. Rose, Burlington Northern Santa Fe chainnan, president and 
chief executive officer. "We admire Wan'en's leadership philosophy supporting long-term 
investment that will allow BNSF to focus on future needs of our railroad, our customers 
and the U.S. transportation infrastructure. This transaction offers compelling value to our 
shareholders and is in the best interests of all of our constituents including our 
customers and employees." 

More 



Appendix O Page 2 of 12 

Tenns of the Transaction 

The definitive agreement provides that each share of BNI common stock will at the 
election of the shareholder be converted into the right to receive either (i) a cash 
payment of $100.00 or (ii) a variable number of shares of Berkshire Hathaway Class A 
or Class B common stock, subject to proration if the elections do not equal 
approximately 60 percent in cash and 40 percent in stock. The stock component of the 
consideration is subject to a "collar' whereby the value of each Bericshire Hathaway 
share received is fixed at $100.00 if the price of Berkshire Hathaway Class A stock at 
closing is between approximately $80,000.00 and approximately $125,000.00 per 
share. If the value of Berkshire Hathaway Class A stock is outside of this collar range at 
closing, then the number of shares received of Berkshire Hathaway Class A stock will 
be fixed at either 0.001253489 per BNI share for values below the collar range, or 
0.000802233 per BNI share for values above the collar range. The shareholder may 
receive Class A or, in lieu of fractional Class A shares, equivalent economic value of 
Class B Berkshire Hathaway shares, subject to certain limitations as described in the 
definitive agreement. 

The transaction requires approval by holders of two-thirds of BNI's outstanding shares 
(other than shares held by Beri<shire Hathaway), and customary closing conditions, 
including Department of Justice review. Closing is expected to occur during the first 
quarter of 2010. 

BNSF Railway Company will continue to focus on providing outstanding service to its 
customers from its Fort Worth, TX, headquarters. Included in the transaction are all 
assets and subsidiaries of BNSF. 

Goldman, Sachs & Co. and Evercore Partners, Inc. acted as financial advisors to BNSF 
and the company's legal counsel is Cravath Swaine & Moore LLP. Bericshire 
Hathaway's transaction counsel is Munger, Tolles & Olson LLP. 

At 8:30 a.m. eastem, BNSF executive management will conduct a briefing for investors 
and other interested parties. The briefing will be Web cast and available via the investor 
relations section of www.bnsf.com. The call in number is (800) 398-9367 and the replay 
number is (USA) (800) 475-6701, (International) (320) 365-3844, and access code 
122409. The briefing will not include a question and answer session. 

BNSF is a holding company and through its principal operating subsidiary, BNSF 
Railway Company, BNSF owns and manages one of the largest railroad systems in 
North America. 

Berkshire Hathaway Inc. is a holding company owning subsidiaries engaged In a 
number of diverse business activities including property and casualty Insurance and 
reinsurance, utilities and energy, manufacturing, retailing and services... 

- M o r e -

http://www.bnsf.com
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Forward-Looking Statements 

Statements contained herein conceming projections or expectations of financial or 
operational performance or economic outlook, or conceming other future events or 
results, or which refer to matters which are not historical facts, are "forward-looking 
statements" within the meaning of the federal securities laws. Similariy, statements that 
describe BNSF's or Berkshire Hathaway's objectives, expectations, plans or goals are 
foPA/ard-looking statements. FooA/ard-looking statements include, without limitation, 
BNSF's or Berkshire Hathawa/s expectations conceming the marketing outlook for 
their businesses, productivity, plans and goals for future operational improvements and 
capital investments, operational performance, future maricet conditions or economic 
perfonnance and developments in the capital and credit markets and expected future 
financial performance. Forward-looking statements also include statements regarding 
the expected benefits of the proposed acquisition of BNSF by Berkshire Hathaway. 
Forward-looking statements involve a number of risks and uncertainties, and actual 
results or events may differ materially from those projected or implied in those 
statements. 

Important factors that could cause such diffierences include, but are not limited to: 
adverse changes in economic or industry conditions, both in the United States and 
globally; continuing volatility in the capital or credit markets and other changes in the 
securities and capital mari<ets; changes affecting customers or suppliers; competition 
and consolidation in the industries in which BNSF and Berkshire Hathaway compete; 
labor costs and labor difficulties; developments and changes in laws and regulations; 
developments in and losses resulting from claims and litigation; natural events such as 
severe weather, fires, floods and earthquakes or acts of terrorism; changes in operating 
conditions and costs; and the extent of BNSF's or Bericshire Hathawa/s ability to 
achieve their operational and financial goals and initiatives. In addition, the acquisition 
of BNSF by Bericshire Hathaway is subject to the satisfaction of the conditions to the 
completion of the acquisition and the absence of events that could give rise to the 
termination of the merger agreement for the acquisition, and the possibility that the 
acquisition does not close, and risks that the proposed acquisition disrupts cunent plans 
and operations and business relationships, or poses difficulties in employee retention. 

We caution against placing undue reliance on forward-looking statements, which reflect 
our current beliefs and are based on information currently available to us as of the date 
a forward-looking statement is made. We undertake no obligation to revise fonA/ard-
looking statements to reflect future events, changes in circumstances, or changes in 
beliefs. In the event that we do update any fon/vard-looking statements, no inference 
should be made that we will make additional updates with respect to that statement, 
related matters, or any other forward-looking statements. Any corrections or revisions 
and other important assumptions and factors that could cause actual results to differ 
materially from our fon/vard-looking statements, including discussions of significant risk 

- More -
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factors, may appear in BNSF's or Berkshire Hathaway's public filings with the Securities 
and Exchange Commission (the "SEC"), which are accessible at www.sec.gov, and 
which you are advised to consult. 

Additional Information 

In connection with the proposed transaction, Berkshire Hathaway will file with the SEC a 
registration statement that will include a proxy statement of BNSF that also constitutes a 
prospectus of Berkshire Hathaway relating to the proposed transaction. Investors are 
urged to read the registration statement and proxy statement/prospectus and any 
other relevant documents filed with the SEC when they become available, 
because they will contain important information about BNSF, Berkshire Hathaway 
and the proposed transaction. The registration statement and proxy 
statement/prospectus and other documents relating to the proposed transaction (when 
they are available) can be obtained free of charge from the SEC's website at 
www.sec.gov, Berkshire Hathaway's website at www.beri<shirehathaway.com and 
BNSF's website at www.bnsf.com. In addition, these documents (when they are 
available) can also be obtained free of charge from Beri<shire Hathaway upon written 
request to Corporate Secretary or by calling (402) 346-1400, or from BNSF upon written 
request to Linda Hurt or John Ambler or by calling (817) 352-6452 or (817) 867-6407. 

BNSF, Berkshire Hathaway and certain of their respective directors and executive 
officers may be deemed to be participants in the solicitation of proxies from 
shareholders in connection with the proposed transaction underthe rules ofthe SEC. 
Information regarding the directors and executive officers of BNSF may be found in its 
2008 Annual Report on Fonn 10-K filed with the SEC on February 13,2009 and in its 
definitive proxy statement relating to its 2009 Annual Meeting of Shareholders filed with 
the SEC on March 16, 2009. Information regarding the directors and executive officers 
of Beri<shire Hathaway may be found in its 2008 Annual Report on Fonn 10-K filed with 
the SEC on March 2, 2009 and in its definitive proxy statement relating to its 2009 
Annual Meeting of Shareholders filed with the SEC on March 13, 2009. These 
documents can be obtained free of charge from the sources indicated above. Additional 
infonnation regarding the interests of these participants will also be included in the 
registration statement and proxy statement/prospectus regarding the proposed 
transaction when it is filed with the SEC. 

http://www.sec.gov
http://www.sec.gov
http://www.beri%3cshirehathaway.com
http://www.bnsf.com
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S t a t e m e n t s contained herein conceming projections or expectations of financial or operational performance or economic 
outlook, or concerning other future events or results, or which refer to matters which are not historical facts, are "fonward-
looking statements" within the meaning of the federal securities laws. Similariy, statements that describe BNSF's or 

Berksh i re 's objectives, expectations, plans or goals are fonward-looking statements. Fonvard-looking statements include, 
•M/ithout limitation, BNSF's or Berkshire's expectations concerning the marketing outiook for their businesses, productivity, 

plans and goals for future operational improvements and capital investments, operational peribrmance, future market 
^conditions or economic perfonnance and developments in the capital and credit markets and expected future financial 
per formance. Forward-looking statements also include statements regarding tiie expected benefits of the proposed 
ftcquisition of BNSF by Berkshire. Fonvard-looking statements involve a number of risks and uncertainties, and actual 

results or events may differ materially from those projected or implied in tiiose statements. 

•mpor tan t Actors that could cause such differences include, but are not limited to: adverse changes in economic or 
industry conditions, both in tiie United States and globally; continuing volatility in the capital or credit markets and otiier 
changes in the securities and capital maritets; changes affecting customers or suppliers; competition and consolidation in 

Khe industries in which BNSF and Berkshire compete; labor costs and labor difficulties; developments and changes in laws 
md regulations; developments in and losses resulting from claims and litigation; natural events such as severe weattier, 

fires, floods and earthquakes or acts of terrorism; changes in operating conditions and costs; and ttie extent of BNSF's or 
—Berkshire's ability to achieve their operational and financial goals and initiatives. In addition, the acquisition of BNSF by 
•Berkshire is subject to the satisfaction of ttie conditions to the completion of the acquisition and the absence of events that 
Hcould give rise to the termination of tiie merger agreement for the acquisition, and the possibility that the acquisition does 

not close, and risks tiiat tiie proposed acquisition disrupts current plans and operations and business relationships, or 
30ses difficulties in employee retention. • P C 

I 

I 
I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

'e caution against placing undue reliance on forward-looking statements, which reflect our current beliefs and are based 
on Infomiation currently available to us as of the date a fonward-looking statement is made. We undertake no obligation to 
Irevlse fbnvard-looking statements to reflect future events, changes in circumstances, or changes in beliefs. In the event 
[that we do update any fonvard-looking statements, no inference should be made that we will make additional updates with 
respect to ttiat statement, related matters, or any otiier fonvard-looking statements. Any corrections or revisions and otiier 
.important assumptions and factors tiiat could cause actual results to differ materially from our forward-looking statements, 
including discussions of significant risk factors, may appear In BNSF's or Berkshire's public filings witii the Securities and 
Exchange Commission (ttie "SEC"), which are accessible at www.sec.qov. and which you are advised to consult 

BNSF Headquarters 
BNSF Railway Company 
2650 Lou Menk Dr. 2nd Floor 
Fort Worth, TX 76131-2830 
P.O. Box 961057 
Fort Worth, TX 76161-0057 
Phone: (817) 352-1000 

© 2006 BNSF 
Railway 
Company. All 
Rights 
Reserved. 

I httD://www.bnsf.com/media/news/articles/2010/02/2010-02-l la.html 4/16/2010 

http://www.sec.qov
http://www.bnsf.com/media/news/articles/2010/02/2010-02-l
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I 
K ews Release 

^Shareholders approve Burlington Northern Santa Fe Transaction with Berkshire 
Hathaway 

c 
^ 1 

CRT WORTH. Texas, Feb. 11.2010 : 

NSF positioned to remain one of America's premier freight transportation companies 

iuriington NorUiem Santa Fe Corporation (BNSF; NYSE:BNI) shareholders today voted ovenwhelmingly in bvor of tiie 
company's acquisition by Beritshire Hatiiaway Inc. (Berkshire; NYSE: BRK.A, BRK.B), securing a path for BNSF Railway 

• t o continue to build upon its position as one of America's premier freight b'ansportation companies. 

In all, preliminary results show that approximately 70 percent of BNSF issued and outstanding shares not owned by 

I
Bericshire or its affiliates were voted in ̂ vor of the transaction, above the 66-2/3 percent required. Additionally, holders of 
at least a majority of the Issued and outstanding shares of BNSF voted in favor. Both of these votes were required under 
Delaware law to adopt the merger agreement and were reported at a shareholder meeting held today at BNSF 
headquarters in Fort Worth. Representatives of Innlsfree M&A Incorporated tabulated the votes and acted as independent 
nspectors. I - 'Tomorrow begins the first century of ownership of BNSF by Berkshire Hathaway. I'm looking forward to every day of it as 
our railroad does its part to ensure ttie future prosperity of the country," said Warren E. Buffett, Berkshire Hathaway 

Ichairman and chief executive officer. 

"We are at an important milestone in our 160-year history," said Matttiew K. Rose, chairman, president and chief executive 
officer of BNSF. This is a vote of confidence in BNSF and the future of freight rail, and it demonstrates how well our 
business model Is aligned with our new parent company. By providing cost-effective and energy-efficient transportation 
Uiat also benefits tiie environment, we are moving the goods that are crucial to consumers and our economy as our nation 
powers its way out of the recession." 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

The merger is expected to close on Febmary 12. 

Over the long term, the nation's demand for tiansportation is destined to grow. As the most environmentally friendly form 
of sur^ce b'ansportation, rail is more fuel-efficient for moving freight than using the nation's crowded highways. If just 10 
percent of the fiieight that currentiy moves by truck were diverted to rail, fuel savings would exceed 1 billion gallons per 
year and annual greenhouse gas emissions would fall by more than 12 million tons. And as the nation's demand for 
transportation continues to increase, rail is an obvious solution to meet this challenge. 

As a leader in environmental stewardship, BNSF can move a ton of freight an average of 470 miles on a single gallon of 
diesel fuel. As tiie rail industr/s intermodal leader, each BNSF intermodal train can take 280 or more long-haul bucks off 
the nation's crowded highways. 

About BNSF 

BNSF through its principal operating subsidiary, BNSF Railway Company, operates one of the largest North American rail 
networks, witii about 32,000 route miles in 28 states and two Canadian provinces. BNSF is among the worid's top 
transporters of intermodal traffic, moves more grain than any other American railroad, carries tiie components of many of 
the products we depend on daily, and hauls enough low-sulfur coal to generate about ten percent of the elecbicity 
produced in tiie United States. BNSF Is an industry leader In Web-enabling a variety of customer transactions at 
www.bnsf.com. 

About Berkshire 

Berkshire and its subsidiaries engage in diverse business activities including property and casualty insurance and 
reinsurance, utilities and energy, finance, manufacturing, retailing and services. 

Forward Looking Statements 

http://www.bnsf.coin/media/news/articles/2010/02/2010-02-lla.html 4/16/2010 

http://www.bnsf.com
http://www.bnsf.coin/media/news/articles/2010/02/2010-02-lla.html
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BERKSmRE HATHAWAY INC. 
NEWS RELEASE 

BERKSHIRE AND BNSF CLOSE MERGER AND 
BERKSHIRE REPORTS FINAL ELECTION RESULTS 

FOR IMMEDIATE RELEASE February 12,2010 

Omaha, NE (NYSE: BRK.A; BRK.B) - Berkshire Hathaway Inc. ("Berkshire") today 
annouaced the closing of the merger of Burlington Northem Santa Fe Corporation ("BNSF") 
with and into a subsidiary of Berkshire. Berkshire also announced the final results for the 
merger consideration elections made by BNSF shareholders. 

The exchange agent for the merger, Wells Fargo Shareowner Services, has calculated that ofthe 
264,507,424 shares of BNSF common stock outstanding as ofthe effective time ofthe merger 
(which excludes shares of BNSF common stock owned by Berkshire and its subsidiaries, all of 
which were canceled without payment at the effective time), cash elections were made with 
respect to 108,054,170 shares, or 40.85%, and stock elections were made with respect to 
114,692,846, or 43.36%. "No election" was made, or deemed to have been made, with respect to 
the remaining shares. 

Based on the election results and the terms ofthe merger agreement: 

- for all BNSF shares for which cash elections were made, shareholders will receive cash; 
- for all BNSF shares for which "no election" was made, or deemed to have been made, 
shareholders will receive cash; and 
- for all BNSF shares for which stock elections were made, shareholders will receive 
approximately 92.25% of their consideration in Berkshire stock and the remainder in cash. 

In tbe aggregate, Berkshire will pay approximately $15.87 billion in cash and issue 
approximately 80,932 shares of Berkshire Class A Common Stock and approximately 21 million 
shares of Berkshire Class B Common Stock pursuant to the merger. 

About Berkshire 

Berkshire and its subsidiaries engage in diverse business activities including property and 
casualty insurance and reinsurance, utilities and energy, freight rail transportation, finance, 
manufacturing, retailing and services. 

— END — 

Contact 
Marc D. Hamburg 
402-346-1400 
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SURFACE TRANSPORTATION BOARD DECISION 

STB Ex Parte No. 558 

By the Board, Chairman Morgan, Vice Chairman Simmons, and Commissioner Owen. 
Commissioner Owen commented with a separate expression. 

'1 By this decision, we are instituting a proceeding to determine the railroad industry's 
cost of capital for 1996. Thie most recent finding regarding the railroads' cost of capital 
was made in Railroad Cost of Capital—1995.1 S.T B. 46 (1996) (Cost 95V which 
determined the industry's 1995 cost of capital. The cost of capitai finding made in this 
proceeding will be used in the determination of railroad revenue adequacy for 1996. ^ It 
may also be used in other Board railraad proceedings, including, but not necessarily 
limited to, those involving the prescription of maximum reasonable rate levels, the 
proposed abandonments of rail lines, railroad mergers, and applications to purchase 
feeder lines. 

The Cost of Capital for 1996 
In this proceeding, we seel< comment on- (1) the railroads' 1998 current cost of debt 
capital; (2) the railroads' 1996 cunent cost of preferred equity capital; (3) the railroads' 
1996 cost of common equity capital; and (4) the 1996 capital structure mix ofthe 
railroad industry on a market value basis. Our conclusions regarding these matters will 
be used in our computation of the industry's overall, or composite, cost of capital for 
1996.2 

As in the past, the railroad industry's cost of capital will be determined on the basis of 
data for a sample of railroads. Using the criteria set forth in Railroad Cost of Capital— 
1984.11.C.C.2d 989 (1985), a railroad will be included in the sample base if and only if 
it meets all of the following cnteria during 1996: 

— The company is a dass I line-haul railroad. 

— If the class I railroad is controlled by another company, the controlling company is 
primarily a railroad company and is not already included in the study frame. ^ 

— The company's bonds are rated at least BBB by Standard & Poor's and Baa by 
Moody's. 

— The company's stock is listed on either the New York or the American Stock 
Exchange. 

— The company has paid dividends throughout 1996. 

All railroads that meet these criteria shall be included in the sample base for this 
proceeding. 

Comments should focus on the various cost of capital components listed above and the 
underlying techniques and methodologies used to develop them. 

https://a.next.westlaw.coin/Docuinent/I519b3a82436fl 1 dbbffafa490ee528f6A îew/FullTex... 4/16/2010 
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Procedural Matters 
All class I railroads shall be respondents in this proceeding. They shall, and other 
interested parties may, submit evidence to enable the Board to update the cost of 
capital findings in Cost 95. Two copies of all underiying woricpapers and background 
material used to develop that evidence shall be furnished to the Board and be made 
available, upon request, to other participants in this proceeding. 

*2 Railroads and others that intend to participate in this proceeding shall file an onginal 
and one copy of a notice of intent to participate with the Office of the Secretory by the 
date specified below. To conserve time, avoid unnecessary expense, and limit the 
service of statements in this proceeding only to active participants, each notice of Intent 
to participate shall include a deteiled stetementof: (1) whether the person's interest 
extends merely to receiving releases from the Board in this proceeding; (2) whether the 
person wishes to participate by filing and receiving statements; (3) whether, if the 
person wishes to file stetemente, ite interests can be consolidated with those of other 
participants by the filing of joint stetements; and (4) any other peitinent information to 
aid in limiting the service list to be issued in this proceeding. We will prepare and make 
available to all parties submitting notices of intent to participate a service list contelning 
the names and addresses of all partiapants 

Evidentiary statements are to be filed with the Office of the Secretory on or before the 
dates set forth below. An original and 10 copies of each stetement shall be filed with the 
Board, and one copy shall be served upon each person on the senrice list. 

Notices of intent to participate are due no later than December 30,1996. A service list 
will then be prepared and issued by January 14,1997. Statements ofthe railroads are 
due by March 14,1997. Stetemente of other interested persons are due by April 11, 
1997. Rebuttal statements by the railroads are due by April 25,1997 

Environmental and Energy Considerations 
VJe preliminarily conclude that the proposed action will not significantly affect either the 
quality of the human environment or the conservation of energy resources 

It is Ordered' 

1. This proceeding is instituted pursuant to 49 U.S.C. 10704(a)(2) to determine the 
railroad industry's cost of capital for 1996. Commente on this matter are required of all 
dass I railroads and are invited from all other interested persons. 

2. Notice will be published in the Federal Register on December 12,1996. 

Vernon A. Williams 

Secretary 

'3 Commissioner Owen, commenting: In Ex Parte No. 552, Railroad Revenue 
Adequacy—1995 Determination, I stated that 'the time is npe to investigate the 
appropriateness' ofthe methods used to determine revenue adequacy I continue in 
that belief. 

With regard to determining the cost of capital, I again point out that the cost of capital 
currently Is computed fbr the railroad industry as a whole, even though it is individual 
railroads that raise capital in the financial maritets and even though individual railroads 
may exhibit greater or less risk than the rail industry as a whole. 

I also point out that the cost of capitai currently is computed for railroad holding 
companies rather than railroad operating companies. Holding company assets include 
such non-rail assets as energy companies, trucking firms and hotels 

Comment also may be appropriate on how the cost of capitel is affected—and its 
implications for railroad revenue adequacy—if a substantial premium atxjve maM<et 
price is pakl for a railroad currently judged to be revenue inadequate 
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Footnotes I 

In Standanda for Railroad Revenue Adeauaev. 3641 CO. 603 (1981), the ICC detennlned lhat 

the appropriate standard for measuring the adequacy of railrcad revenues is a rate of retum 

on net kwestment equal to or greater than the •ndusti/s cunent cost of capital. The 

appropriateness of this standard was reaffinned in Standards fbr Railroad Raxenue 

Adeouanr 3 I.C C 2d 261 (1986) (Standards 111 

In accordance with the ICC's conclusions in Standards II. the current cost of debt and maricet 

value^iased capital structure mix will be used in this cost of capital detennination. For 

purposes of consistency, the current cost of prefened equity will also be used. No 

consideration will be afforded to evidence depicting the embedded costs of debt or preferred 

equity or the book value capital structure mix 

A company is oonsKJered to be prlmanly in Ihe railroad business if at least SO percent of its 

total assets are devoted to railroad operations 
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I 3. Vice ChMrman Owen also questions the implications for the cost of capital and revenue 

dj adequacy determinations of a possible "substantial premium above market price" being paid for the 

purchase of a railroad. 

W Of the three comments, this is the most curious. By its very nature, the price offered and 

• accepted for an asset in the marketplace is the inarket price. The notion that a price paid to 

consummate a sale may be above some previous market level has little, if any, relevance to revenue 

adequacy determinations. 

Railroads, like other investors, assess their investment opportunities on the expectations for 

achieving a retum on the various investment strategies available to them conmiensurate with the risk 

involved. The investment outlook hinges on the potential retum that can be generated and the 

probability of realizing that retum. For any given transaction, different bidders will typically proffer 

divergent purchase prices. The variance among these price proposals is influenced, in part, by the 

perceived value of the purchase to the potential purchaser. What is an adequate, appropriate, or 

acceptable price can only be determined by the facts and circumstances surrounding the parties 

involved. 

If a railroad is purchased at a so-called "premium" price, it is because the benefits of that 

purchase are anticipated to produce an acceptable retum to the purchasing entity. Thus, the impact 

of that purchase would be similar in namre to other railroad investments. Namely, there is no reason 

to believe that the purchase price of a railroad would inappropriately influence either the cost of 

capital or the revenue adequacy detennination. 

Professors William J. Baumol and Robert D. Willig further explained the lack of connection 

between a railroads' ability to eam adequate revenues and its purchase of another railroad in their 
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presentation in the Board's so-called "bottleneck" proceeding." They note that the purchase of one 

railroad by another merely indicates that the purchaser believes that it can enhance its opportunity 

to attain long-term revenue adequacy by augmenting it operations and realizing the productivity and 

efHciency synergies which will produce desired savings. Under these circumstances, the acquisition 

price paid by the purchasing r^lroad must be considered realistic. The savings accruing to the 

combined entity is the logical reason why merging railroads may be willing to pay more than the so-

called "market value" placed on railroads by investors; quite simply, the railroads are worth more 

combined than they are as separate companies. 

I 
I 
I 
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0̂̂ ' " ^ ^ *® October 25,1996 verified statement of Professors Baumol and Willig submitted to the 
•g|:y..^ STB in the combined proceeding Docket No. 41242, Central Power & Light v. Southem Pacific 

p l^ . ; ^ Transportation Company, Docket No. 41295, Pennsylvania Power & Light Company v. 
•• Consolidated Rail Corporation, and Docket No. 41626, MidAmerican Energy Company v. Union 

,.J.-: Pacific Railroad Company and Chicago and North Westem Railway Company. 
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